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OR the employers of the millions 

who have come under collective 

bargaining in the last two years 
the curtain has gone down on the drama 
of organization; the daily routine and 
long pull of labor management is under 
way. From the old order to the new the 
transition is not likely to be either 
brief or easy. The signing of an agree- 
ment settles current acute differences, 
but it also incurs fundamental adjust- 
ments in the points of view and in the 
procedure of management, especially 
where the newcomer is a modern indus- 
trial union whose objectives reach far 
beyond such definite matters as cur- 
rent wages or any other immediate 
advantages. It would appear that the 
industrial union fixes no well-defined 
limits either to the ends which it hopes 
to attain or to the means which it will 
adopt to reach them; the very term 
“collective bargaining” even now fails 
to express the full scope of the union’s 
activities. 

Except as otherwise noted, it is upon 
experience with this type of union in the 
anthracite industry that this paper is 
based; a union militant and aggressive 


and seasoned by the conflicts of nearly 
half a century. It probably has no very 
close counterpart in the history of 
craft unions, nor of such well-estab- 
lished organizations as the railroad 
brotherhoods or the Typographical 
Union. It is not typical in every detail 
of conditions in every part of the 
anthracite industry. But unique and 
extreme conditions have, perhaps, a 
certain value as forecasts of possible 
things to come or of situations to be 
avoided or of positive measures to be 
taken in other connections. Other 
industries may be called upon to cope 
with similar tendencies which may not 
be less real because they are now merely 
latent. 


Background 


First of all, it must be borne in mind 
that present labor relations in eastern 
Pennsylvania were the offspring of 
strife and violence. In the strike of 1900, 
when the miners from the other parts of 
the anthracite region, led by Mother 
Jones, undertook to march into the 
southern anthracite field, they were 
met with a vigorous resistance from 
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the National Guard. In the strike of 
1902 a considerable number of the 
miners, under military protection, 
worked on until the intervention of 
President ‘Theodore Roosevelt put an 
end to the conflict. 

This second and greater upheaval 
was particularly violent locally and 
provided the background for at least a 
generation of unsatisfactory relations. 
Throughout this whole troubled period 
of five months, the position of the 
operators was more or less “correct.” 
They were vexed at the manner in 
which and the degree to which the 
union had harassed the non-union men 
following the 1900 settlement. The 
Anthracite Strike Commission re- 
ported “increased sensitiveness and 
irritation in the mining districts as 
compared with the previous twenty- 
five years or more.” The operators 
objected to dealing with a union whose 
chief interests were in the competitive 
bituminous fields: a judgment which 
seems to have been justified twenty 
years later in the strike of 1922, when 
the anthracite miners were called out 
on another long suspension for purely 
strategic reasons. The operators were 
sincere in their belief that a further 
increase in the price of coal, which 
would necessarily result from a sub- 
stantial wage advance, would be re- 
sented by the consuming public. The 
specific demands of the miners were 
characterized by the Strike Commis- 
sion itself as excessive and their descrip- 
tion of the miners’ status as more or 
less distorted. 

On the other hand, the thirty-six 
year perspective reveals certain glaring 
strategic and tactical errors on the 
operators’ part which fastened upon the 
industry traditions of ill-will, recal- 
citrancy, and violence. In spite of 
certain monopolistic characteristics, the 


industry was not free from potentially 
destructive internal competition. Since 
in this industry labor represents about 
65 per cent of the total costs of produc. 
tion, an unstable wage structure offers 
a particularly vulnerable point of at- 
tack to price cutters. Thus, collective 
bargaining sufficiently well established 
puts a floor under wages and benefits 
operators as well as miners. In later 
years, the operators came to see the 
value of stabilized wage scales as an 
indirect but effective influence toward 
stabilized prices. One of their present 
complaints is that the union has often 
fallen down in affording protection 
against chiseling on the part of the ir- 
responsible fringe of the industry. 

Since, as it happened, the United 
Mine Workers afforded at the time the 
only avenue for collective bargaining, 
the aggressive interest of the operators 
in the non-union men suggests the hope 
that the union would not be strong 
enough to function effectively. Cer- 
tainly this policy in the years following 
was the source of many an ugly clash 
among the men. The militant spirit was 
perpetuated. 

Having been forced to deal with the 
union head and eventually to accede 
to some of his demands, the operators 
would probably have been wise to con- 
cede full recognition from the start, 
instead of treating him as merely the 
representative of the striking miners 
a distinction without substantial differ- 
ence. Incidentally, the concession could 
perhaps have been treated as a trading 
point for some really effective assur- 
ances against strikes and restriction 
output. Such a favorable opportunity 
has not since occurred. 

The heads of the coal compa! i 
underestimated, if they did not actua 
ignore, the value of public opinion, 
which in the end won the strike for t! 
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_ Their position was essentially 
e and their strategy that of 
ne wall. Under these circum- 
.s, responsibility for the violence 
mining region was likely to be 
their door-step, for union lead- 
are singularly adept in the art of 
hing blame. Since the strike 
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ht victory to the men after a hard 
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-ht fight, it came to be a habit to 


anticipate periodical hard fought fights. 
it was a mistake to hold out so long 
nst arbitration and to permit the 
n to take the initiative in propos- 


this way out. In later years, the 


ul 


perators proposed this remedy in gen- 
eral wage settlements and succeeded in 
etting it in 1920, but their earlier hesi- 
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set a precedent for the party 

win by main force. 
It proved unfortunate that the strike 
vas allowed to go so far that only gov- 
nment intervention could stop it. 
Politicians ever since have welcomed 
strife in the industry as a dramatic 
portunity for performing a great 


service. 


An Acute Local Situation 


In the particular situation with 
ich the writer is most familiar, 
n solidarity is pertly explained by 

mpactness and stability of the 


« 


mining community, which few old- 


leave and few new men ever 
\lining operations adjoin one 
r and have always been under 
management. These conditions 

- provided an ideal setting for the 
ird sweep of the union. Neverthe- 
there must be some further ex- 
tion for the thoroughgoing shift 
illegiance which has taken place 
1900 and eclipses union achieve- 

ts elsewhere in the industry. It is 
ite as important for the manage- 
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ment as for the union to know the rea- 
son and to shape its course accordingly. 

Racial origins are probably signif- 
icant. The great majority of the older 
miners came out of a peasant back- 
ground in the Slavonic countries, no 
doubt bringing with them poignant 
memories of poverty and oppression. 
On their arrival in this country they 
tipped their hats to the bosses and 
never ceased to exhibit a certain pas- 
sivity which made them, later, quite as 
amenable to the leadership of the union 
as to the former authority of the bosses. 
They seem to accept whatever leader- 
ship is offered. But the immigrant 
generation is now aged and, in fact, 
almost extinct. Old world ties have 
been maintained chiefly through church 
connections. The risen and rising gen- 
erations have, simultaneously, been 
Americanized and unionized. Which of 
these influences has been the stronger? 
Americanization has inculcated a spirit 
of self-assertion, often devoid of a 
proper sense of subordination. The 
union, consciously and unconsciously, 
has adapted its policies and methods 
to these changes. 

At the same time the old type bosses, 
one by one, have been passing on their 
responsibilities to successors who know 
nothing of the old autocratic discipline. 

The union, of course, has brought to 
the individual worker a sense of secur- 
ity and support in the day-to-day rela- 
tions, freedom from the threat of 
discharge in the free and easy manner 
of former days, protection against wage 
cuts or the imposition of new duties 
without adjustment of pay. The mem- 
ory of these abuses has passed into 
traditions which constitute one of the 
most potent factors in the union’s pres- 
tige. The present generation of miners 
has been schooled in the exaggerated 
belief that but for the power of the 
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union a reign of terror would promptly 
be instituted. And when the employer 
seeks by acts and professions of gener- 
osity or philanthropy to create the im- 
pression or the conviction that he too 
has changed with the times, he is likely 
to be regarded as a “Greek bearing 
gifts.” 

The union has inculcated a loyalty to 
itself, the foundation for which is, in 
part, an unbroken series of advances in 
wage rates. Despite a drastic decline 
in the number of workers employed in 
the industry and a general reduction in 
working time for those that remain, it 
appears to have lost no prestige, even 
with those thirteen or fourteen thou- 
sand of its members who for several 
years have been eking out a mere 
existence at bootlegging coal. To these 
men, the simple and obvious explana- 
tions for their troubles are that the 
operators do not know how to sell coal 
or are deliberately creating unemploy- 
ment, or that the New York bankers 
are hamstringing the industry. Even 
when the union heads conspicuously 
fail to achieve desired results and inde- 
pendent groups take matters into their 
own hands, the union itself, as a broad 
conception, seems to maintain its hold. 

For the deep-seated antagonism to- 
ward the company for which the 
miners work, there is a strategic ex- 
planation: the leaders of the union 
have doubtless felt that its perpetua- 
tion and their own continued leader- 
ship required a war footing to be 
maintained at all times. This feeling 
is not continuously and outwardly 
manifest, but in many crises has flared 
up in an alarming degree. Recently an 
issue arose involving the mining rate 
to be paid to some forty men, and sub- 
sequently shown to have little or no 
real merit. After months of negotiation, 
the affected miners decided to try a 


new technique, resolving to stay under- 
ground until their demands were met 
in full. In the meantime, six thousand 
fellow workers walked out in sym- 
pathy, with only the vaguest concep. 
tion of what the dispute was all about. 
but apparently with a profound cop- 
viction that the company was ver 
much in the wrong. There seems to 
have been something powerfully stimu- 
lating to the mass imagination in the 
supposedly desperate plight of forty 
men who would resort to self entomb- 
ment to gain their ends. A riot of 
major proportions was brewing toward 
the point of explosion when a personal 
visit from the Governor of Pennsyl- 
vania reinforced internal influences and 
restored the reign of reason. 

But union men are not controlled 
solely by their loyalties. There has been 
introduced into the mines a new source 
of fear and discipline which is just as 
effective as that which emanated fro: 
the old-time bosses. To the common 
miner the labor agreement is something 
remote and unfamiliar. What really 
serves as the guide to his daily behavior 
is the action of the Local, which has 
gradually come to regard each new 
issue, not in the light of the rights of 
the employer or even of the employees, 
but of what seems to offer the greatest 
advantages to the workers directly 
affected. It has become common prac- 
tice of the Locals to make new law with 
every new occasion and to threaten 
their members with fines for the offense 
of living up to the clear terms of th 
labor agreement. 


The Essence of a Labor Agreement 


Already, I suspect, a pertinent ques- 
tion may have injected itself concern- 
ing the real nature and purpose of a 
labor agreement: By what principle 


and 


does one determine the rights and 
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iuties of the two parties? The experi- 
ences of other industries as well as an- 
thracite will indicate the possibilities of 
mewhat serious misunderstandings. 
Shortly after the signing of the con- 
tract with the manufacturers, some 
members of the Amalgamated Clothing 
Workers in the Chicago area exhibited 
t exaggerated conception of what 

be accomplished by a united 
front. But equally significant was the 
bewilderment of some of the employers 
oremen. Some of them were throw- 
p their hands and permitting the 
chairman to run around the shop 
all sorts of orders and even 
lling , the foreman where he “ got off”’; 
rs were determined to defend their 
prerogatives to the last ditch. 


situation, however, was at the 


+ 
LU 


inception of the new relationships. As 


e bituminous coal industry, the 
United States Coal Commission found 
in some of the fields the mine 
gers had, seemingly, evacuated 

le areas of management. This was 

n 1923, after the union had been estab- 
hed for more than a generation. In 
the anthracite field, there has 
growing tendency to take the 
course and get the union’s “per- 

n’’ to work necessary overtime, 

iit excess tonnage to different opera- 
ind so on, matters which are 
within the province of man- 


agement and are specifically left to its 


n by the agreement. What 

ire is right? May there not be 
wise middle course between the two 
I have indicated? The whole 


abor relationship in every industry in 


collective bargaining prevails 
not fail to profit by an initial 
ierstanding of just what each party 
cts to do and not to do. And it is 
rative that this understanding 


ild be disseminated among the rank 
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and file of the workers—and the general 
public. 

Historically, the matter seems to 
work out somewhat as follows: Begin 
with an industry which is governed 
in the traditional autocratic manner. 
Policies and decisions vitally affecting 
the interest and lives of the body of 
workers are made wholly without their 
advice or consent. In general practice, 
the interests of employers are not so 
exclusively determined by considera- 
tions of profit as is commonly supposed, 
but there will inevitably arise, between 
the two parties, certain clashes of in- 
terest which may be justified or base- 
less, but are very real in either case. 
Abuses of power are likely to have 
arisen in countless well-known forms, 
and they may not have been adjusted 
or even registered. Ultimately, the 
workers, either spontaneously or in re- 
sponse to external persuasion, unite and 
force certain concessions. 

Now, the main objective of the con- 
tract arrived at is the redress of griev- 
ances. The employer does not turn over 
his business to his employees; they 
would be the last to expect or desire it. 
He merely gives up certain prerogatives 
which theretofore were undisputed. 
But with respect to all matters on 
which he does not give ground, it must 
be assumed that his former status is 
unchanged. In the future, it must be 
taken for granted that this process will 
be repeated, with labor always taking 
the aggressive to advance its position. 
Up to the present time, labor has not 
even contemplated fundamental con- 
cessions on its own part. Labor has 
been gaining status; management has 
been receding. In the years to come, 
the general trend seems unlikely to 
change. 

This is the setting in which the minds 
of employers and the representatives of 























39° 
labor must normally meet. In the 
agreement of the clothing industry 
previously referred to, the position of 
the two parties was loosely defined— 
purposely so, leaving nearly all defini- 
tions of rights and powers to future 
interpretation. Standards and guides of 
action were set forth in the hundreds of 
decisions of the Trade Board Chairman, 
who stated on many occasions that his 
guide was the preamble and his proper 
function to “‘make the agreement 
work.” The respect which was accorded 
to the principle of arbitration, together 
with a sense of the limitations of col- 
lective bargaining and of the business 
realities, made for a satisfactory work- 
ing arrangement. 

The more typical labor agreement 
recites or implies certain specific past 
abuses. It confers certain privileges on 
the workers and imposes certain obliga- 
tions on the employers. But, with all 
this enumeration, much is necessarily 
left unsaid. What rule of interpretation 
must then be applied to new issues? 
Clearly, it is the rule of limitation by 
enumeration. The anthracite industry is 
governed by just such an agreement, 
which is specific with reference to basic 
wage scales, hours of labor, the prohibi- 
tion of strikes, the functions of the mine 
committees, the principle of the open 
shop, the right of the operators to 
adopt new methods of mining, the right 
of the company to work necessary over- 
time, and the procedure for setting new 
rates and for handling grievances. 
Nevertheless, it was foreseen from the 
very beginning that this enumeration 
would leave many matters untouched 
and even give rise to many disputes. 
Provision was therefore made for 
arbitration, or conciliation, by a joint 
board of six members and an umpire. 
The interpretations of this body con- 
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stitute an integral part of the genera 
contract. 

Formal written documents, however. 
are not the sole point of reference 
rights, privileges, and limitations. Ver- 
bal understandings, sometimes mos: 
vague and equivocal, have often bee; 
deemed to have an equal force. It was 
thus when a certain company sought t 
avoid applying to its own work th 
practices of a competitor with refer- 
ence to rates for rock jobs. The con- 
ciliators had discussed the extension 
of the practices to all the operations i 
the district, but had written no letters 
and left no memoranda. The umpire 
ruled for the workers, awarding them 
$50,000 in back pay. In a number of 
instances, the union has alleged verbal 
agreements, or sometimes only prom- 
ises, made by superintendents 
managers who have been long dead. 





The Rule of Established Practice 


does not 


The written agreement 
merely reflect an achievement of fore: 
but, like the various charters of Englis! 
liberty, is largely a formal recognitior 
of a status acquired by usage and tacit 
consent. In many cases, the operators 
have undertaken to upset working 
practices which have crept in through 
lax supervision at the working places 
and have gone unchallenged for a long 
time. Their efforts are usually fore- 
doomed, since “‘long established prac- 
tice’? is the one basis of agreement 
which every miner understands and is 
ready to fight for. This legalisti 
doctrine dates back to a time short!) 
after the Award of 1903 when an ope! 
ator appearing before the Conciliat 
Board contended that under the provi- 
sion of that settlement all practices at | 
each colliery which were not changed | 
by agreement were thereby to be con- | 
sidered “established practices” and 
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ereafter not subject to change, 

mutual consent. “Within a 

time,’ writes a former umpire, 

onstruction of the meaning of 

\ward was, in effect, accepted by 

mployes.” Thus, the theory be- 

‘two-edged sword. And a prin- 

ccepted by both sides could 

be repudiated by the umpire, 

had frequent occasion to re- 

rk that he is not permitted to make 

ns on the basis of equity but 

be governed by the provisions 

f the agreement. In specific cases, 

wever, he has not neglected to apply 

rule of reason. Thus, some twenty 

ago, a group of complainants 

ted the introduction of time clocks. 
The umpire observed: 

The employes do not offer even a sug- 

n that the installation of time clocks 

elays them, or inconveniences them in any 

way or to the slightest extent, or that it 

rates to their disadvantage in any 

ner, shape or form. They contend that 

hanges conditions, and therefore they 

ct to it. 





decision, he could not find that 

change was one “‘of a sort or degree 

constituted a violation of either 

ie letter or the spirit of the Award.” 

But not all the decisions on this subject 
) favorable to the operator. 

he thought of the miners seems to 

be that if the operators can change any 

‘ition, even to the miners’ benefit, 

may change others. Hence it has 

about that the miners have 

isly opposed the introduction of 

ved explosives, electric firing 

devices, electric cap lamps, and other 

salety measures which have been 

nsible for the saving of many lives. 

Union officers wish to be at least the 

wed authors of all new practices 

tend to improve the miners’ 

tus or working conditions. Gradu- 
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ally, the managements have recognized 
this attitude and, before inaugurating 
innovations, have often taken the com- 
mittees into their confidence, and some- 
times have allowed them to take most 
of the credit. 

These conciliatory methods have not 
prevented the union, both in the earlier 
period and in these later years of 
reduced working forces and short work- 
ing time, from establishing new “ condi- 
tions” by direct action. The original 
award contained a stipulation that: 
““No person shall be refused employ- 
ment, or in any way be discriminated 
against, on account of membership or 
non-membership in any labor organiza- 
tion.”” And yet, years ago, the closed 
shop was imposed upon a large sector 
of the industry by the expedient of 
pinning buttons each month on dues- 
paying members of the organization. 
Union men simply refused to work at a 
particular operation while any one man 
was lacking this emblem. 

In recent years, it became common 
practice during periods of slack demand 
for the operators of a group of collieries 
to work only low-cost operations. This 
step was a rather novel one in the in- 
dustry, dictated by desperate financial 
necessity. But the hardships imposed 
upon the unfavored group of workers 
and the feelings of oppression and 
jealousy which this policy engendered 
can readily be appreciated. The out- 
come was that in 1936 the operators 
signed up for “‘equalization of work,” 
whereby the operating time allotted to 
the different collieries of any company 
should not show a greater disparity 
over the year of more than 20 per cent. 
The origin of this settlement was not an 
argument on the justice of the proposal 
or a threat of refusal to renew the 
agreement, but a dramatic and suc- 
cessful strike at the operations of one 
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of the companies in the summer of 
1933. On this occasion, the pent-up 
resentment against existing working 
conditions found expression in a huge, 
though orderly, march on the company 
offices, an idea conceived by a com- 
plete outsider to the industry. The 
local union officials were compelled to 
head the parade. 

The frequent petty strikes in the 
industry, over matters weighty or 
trivial, are a matter of common knowl- 
edge. The United Mine Workers did 
not invent them, and its international 
officers apparently do not sanction 
them. Strikes, in fact, have been fairly 
common from the early days of the 
industry. The petty strikes (as dis- 
tinguished from the long suspensions 
at the expiration of an agreement) do 
not always bring serious business con- 
sequences since, in the recent past, 
there has been idle time, due to market 
conditions, over a good part of the 
year. Delivery dates are somewhat 
flexible, and many customers are will- 
ing to wait. In anticipation of a serious 
shortage, coal can be stored. In minor 
emergencies, it can usually be pur- 
chased from a competitor. On the 
whole, the real potency of strikes is in 
the perennial threat of interruptions, 
the obstacles they impose to the mak- 
ing of future plans and commitments. 
An operator cannot say to himself, ““We 
will do so and so tomorrow”’: the mar- 
ket may be clamoring for coal; com- 
petitors, both inside and outside the 
industry, may be—and usually are— 
lying in wait to capitalize on his failure 
to make deliveries. 

More disturbing in the long run, 
however, are the reactions of successful 
strikes on the minds of the miners. In 
the face of the perfectly obvious need 
for stability of labor costs, the miners 
are frequently told by local agitators 
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that “anything can be won by 
strike.” 

The agreement in practice has come 
to be a ratchet mechanism, which 
works only one way: to prevent the 
miners from giving up their past gains, 
even when a “strategic retreat” would 
greatly strengthen their permanent 
position. 

And so, the recent history of the 
industry reveals the utter impotenc 
of mere written documents. One cannot 
say to a body of hard-pressed workers, 
“This is the agreement; we insist that 
you live up to it,” and expect com- 
pliance. Labor agreements must not 
reach out beyond the limitations of the 
particular human nature which they 
are expected to control; still less can 
they be expected to function in times 
of adversity if they were designed for 
the happier days of prosperity. Thus, 
for example, the practice of bootlegging 
coal on a colossal scale in the southern 
anthracite field marks the triumph of 
economic necessity, not over privat 
covenants, but over the civil law itself. 


“ 


The Management Problem 


Evidently collective bargaining in 
the anthracite industry is something 
much more thoroughgoing than was 
ever contemplated by the craft unions, 
whose functions seem to be well nigh 
complete with the actual signing of 
an agreement. At that juncture the in- 
dustrial union has just begun to fight. 
Thereupon, life for such a union be- 
comes a perpetual maneuvering and 
negotiating for advantage. Manage- 
ment must be constantly maneuvering, 
too. The contested area is that “No- 
man’s-land” which lies exclusively 
neither within the conception of “ work- 
ing conditions” nor within that of the 
“rights of management.” This area 
varies considerably with different in- 
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tries and at different stages of labor 
ns. The irreducible minimum of 

; management functions will 
wavs include maintenance of stand- 
-ds of production, costs, and quality. 


But the pursuit of any of these objec- 


s is likely to impinge on the legiti- 


mate interests of the workers and give 


to grievances. Often, unwisely and 


prematurely perhaps, the workers will 


ndertake to deal with their problems 

the source, thereby not only exceed- 

their rights but aggravating their 

l ilties. 

Nevertheless, there are certain func- 
which the workers’ organization 
metimes permitted to control 
sively. In the men’s clothing in- 
y, and in others, I believe, the 

ction of new employees has been 
rned over to the union, with a large 
f success. In the anthracite 

y, on the other hand, the union 


seems to have preferred to leave this 


ir source of headaches in the 
of the employers, since in times 
carcity the power to allot jobs 
power to make countless enemies 
the disappointed ones. The 
trategic advantage lies in stand- 
the sidelines and hurling criti- 
\nd yet, the union has made 
rtant advances in establishing the 
le of seniority in employment 
v-offs, a matter not mentioned in 
itten agreement. 
There have been encroachments also 
he prerogatives of the foremen in 
lling of grievances. In the years 
wing the 1903 contract, there was 
ery effective organization of the 
the collieries. Then came the 
wal in 1912, with recognition of 
mine committees. A_ revealing 
idence of the operators’ fond early 
es of holding fast to some of the old 
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personal forms of control is contained 
in the stipulation that: 


Such (mine) committee shall, under the 
terms of the agreement, take up for adjust- 
ment with the proper officials of the com- 
pany all grievances referred to them by 
employes who have first taken up said 
grievances with the foreman and failed to 
effect proper settlement of the same. 


In daily practice it has been extremely 
difficult to hold to this procedure. Com- 
mittees tend to originate grievances 
and foremen tend obligingly to listen. 
And yet, the preservation of one im- 
portant line of demarcation may de- 
pend upon the observance of this rule. 
The point is not necessarily that the 
mine committees should always be 
held down rigidly to their original func- 
tions, but that the expansion of those 
functions should be under some meas- 
ure of conscious control. 

This overstepping on the part of the 
mine committees is not wholly trace- 
able to their own aggressiveness. The 
general agreement has sometimes left 
doubt as to whether the operators were 
not themselves overreaching their pre- 
rogatives. The latest general settlement 
stipulated a five-day, thirty-five-hour 
week, except for a possible twelve 
weeks during the busy season, when 
working time might be increased by 
seven hours per week. Nothing was put 
in writing about operation on Satur- 
days, it being generally assumed that 
this would be the idle day. When some 
of the companies, on occasion, closed 
down in the early part of the week and 
later found themselves out of coal, they 
scheduled Saturday work to complete 
the legal week. This the miners seem to 
have regarded as a glaring case of bad 
management and lack of foresight, 
whereas it was probably due to one of 
those sudden shifts in demand which 
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are characteristic of “‘weather”’ mar- 
kets. On several such occasions, the 
miners, under orders from the com- 
mittee, have refused to work—a clear 
violation of the agreement, technically 
at least. On the other hand, there may 
have been tactical errors on the part 
of the managements, in failing to give 
weight to the miners’ fondness for 
having Saturday off, in neglecting to 
give out the perfectly sound reasons 
for the change in schedule, in insisting 
too much on the letter of the contract. 
If it is desirable to preserve the rights 
of management, it is essential to avoid, 
as far as possible, every semblance of 
arbitrariness. 

In cases of discipline and discharge, 
the foremanshould be absolutely sure of 
his facts before executing his decision; 
otherwise he may invite a violent reac- 
tion from the fellow-workers and lose 
prestige if compelled to back down. 
Where a committeeman or an active 
leader is involved it is particularly im- 
portant not to give grounds for a charge 
of discrimination. In the application of 
piece rates, the record should be per- 
fectly clear concerning the exact under- 
standing of the two parties, lest the 
miner come to believe that he is being 
victimized. A prolific source of friction 
is often created when a foreman ac- 
cepts for a time something less than 
the company has agreed upon and 
then, when pressure is placed upon 
him to lower costs, exacts the letter of 
the law. To fail in any of these and 
similar particulars is to weaken the 
foundations of management. 

The Practice of Negotiation 

It is with an aggressive mine com- 
mittee, which may have initiated the 
particular grievance in question, that 
negotiation or conciliation usually 
starts. Here is illumined the popular 





belief that “‘If the two sides could o; 
be brought together around a table, the 
issues could then be made clear ang 
settled in short order.” The background 
of negotiation is definitely political, 
For, like politicians in the public 
service, the elected union officials find jt 
necessary to show their constituents 
home the bacon. The experienced and 
more active local leaders seem to see p 
political capital in merely keeping men 
working and at peace with their em- 
ployers. And so, just before the biennial 
union election, grievances come in 
thick and fast. They are likely to have 
been conceived in insincerity, with a 
view to creating an impression; nothing 
much need be done about them but t 
wait until the storm blows over and 
they are forgotten by everybody. 

This business of making an impres- 
sion is, in fact, a part of the daily 
routine. Call up a local union official, 
and if his manner is a little mor 
truculent than usual, you may be sure 
that one or more of his constituents are 
sitting beside him. I recall the remark 
of an outstanding leader in another 
industry to the employers’ spokesma 
after a morning of fairly vigor 
argument in a general wage negotia- 
tion: “You did very well, but this 
afternoon I wish you would fight me a 
great deal harder.” This sort of play- 
acting was used by this same leader on 
many occasions to the great benefit of 
the industry as a whole. Once he was 
able to sell a substantial wage reduction 
to his men, to the accompaniment 0! 
cheers for his prowess in holding con- 
cessions at a point far below the em- 
ployers’ demands. 

Throughout the course of negotiation 
and conciliation one must always be 
wary of calling up unpleasant memories 
or arousing prejudices. Years ago, t 


























uld only oractice of paying for mining by the 
able, th, mM f cars produced was attended 
lear and §=6with a certain amount of favoritism 
keround and other abuses. The term “car work” 
Dolitical. * efore, studiously avoided; but 
- publi the cars are counted just the same, al- 
Is find ch the pay slips express them in 
tituen rm lineal yardage. Everyone 
bringing knows perfectly well what is being done 
ced and and is satisfied. The conversion is 
O see n somewhat complicated, but it “saves 
ing m ’ Management will usually do well 
eir em- enize these little strategems and 
bienni ibles and play up to them. It is one 
me in vay to keep good leaders in power on 
to have the the r side. 
with lhe union is often at a considerable 
nothing ntage because of its lack of 
but t to records and other sources of 
er and fact. But seldom do the committees 
y. thoroughly investigate or clearly pre- 
mpres- sent the cases of their clients. When a 
daily number of complainants are brought in 
ficial, at a time, it is not unlikely that no two 
mot will be in agreement as to the basis of 
ye sure their demands, and still less, as to what 
nts are ild be done about them. All those 
‘emark present will want to talk at once, and 
nothe :der they talk the less genuine 
esm yrievance, 
yorous e local union officers in the 
‘gotia- : nthracite industry are, as a rule, 
t this | ‘ingly inept as horse traders. 
me a hey are likely to present an ultimatum 
play- | and refuse any alternative settlement 
ler on intil they have taken it to a meeting 
efit of | i the Local. Here, the almost unfailing 
ewas | result is a flat turn-down for any 
iction proposition submitted by the company. 


(he matter is then returned to the 
nittee for further negotiation, and 

> em- a second proposition is likely to meet 
the same fate as the first. On numerous 

sions, this procedure has been 

| as many as six or eight times. 
s are consumed before a final 
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until the matter has been taken up by 
the district conciliators. But this tri- 
bunal, also, often fails. The union prob- 
ably then refuses to bring the issue to 
the full board and the umpire. By this 
time, the temper of the interested 
miners has been rising and a strike is 
likely to be called, involving first a 
single colliery and then all operations. 
At about this stage, in a number of 
instances, there have been large mass 
meetings, which never promote peace 
and understanding. The stoppage may 
last a few days, or in some cases, a few 
weeks. The company in the meantime 
refuses to discuss the specific grievance 
while the men are out, so that the new 
issue, in which everyone is interested, 
becomes that of how to get the men 
back. In the end someone may appeal 
to John L. Lewis, who appoints a 
“Commission” which probably suc- 
ceeds in ending the strike and, later, in 
settling the original issue on exactly 
the same terms as were offered in the 
beginning. Normally, strikes once be- 
gun must burn themselves out. Inci- 
dental negotiation and mediation serve 
chiefly to point the road back to work 
without destroying someone’s prestige. 
Thus negotiation has degenerated, in 
many instances, from the original con- 
ception of a meeting of reasonable 
minds into a contest of endurance, be- 
ginning at the well-known “‘table.”’ 
Part of the trouble seems to lie in the 
very elaborateness of the machinery of 
conciliation. When the workers lose 
their cases at the collieries, there are 
at least three possible appeals before 
the issue is decided against them. 
Litigation costs the complainants noth- 
ing and, in addition, provides some- 
thing of a thrill. There is every incentive 
to sit tight until the case has been car- 
ried to the top, as was that of a young 
breaker laborer who went all the way 
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to the umpire for a raise in pay amount- 
ing to a quarter of a cent an hour. This 
worker later confided that his ambition 
was to have a rate which would put 
him above the common laborer. 

The difficulties in the way of a meet- 
ing of minds have not been simplified 
but greatly aggravated by the wide- 
spread unemployment which has pre- 
vailed in the mining communities for 
several years. Quite the contrary has 
been the experience of unorganized 
industries, where prolonged lack of in- 
come is supposed to favor the employer. 
The anthracite industry is somewhat 
differently situated than are other 
great producers, in that it deals with 
one of the prime necessities of life. 
There is a perennial demand for the 
product which, though shrinking over 
the years, never drops suddenly and 
sharply. The present depression in the 
industry, having been brought about 
by factors of longer term than those 
of a mere business cycle and having 
arisen mainly from the competition of 
new fuels, is a new experience to the 
present generation. Wage conditions, 
which have been so favorable to the 
workers for so many years, have been 
attributed by them to the aggressive 
vigilance of the union. And now that 
conditions have become hard, it is 
natural for them to assume that the 
remedy lies in more of the same sort 
of activity or, better still, in an even 
more aggressive program. 


Industrial Public Opinion 

The functions of labor management, 
however, are not confined to such 
negative concerns as keeping the union 
revolving in its proper orbit or in deal- 
ing with specific issues. Collective 
bargaining should lend itself to many 
types of effort to promote the common 
interests of the industry, the company, 








and the men. It is important that this 
common ground should become familia; 
ground. Somewhere, the initiative {o; 
carrying out this thought into action 
must be lodged. The time has not ye: 
arrived and is not in sight when an 
anthracite company could safely turp 
over to the miners’ organization the 
forming of this necessary public 
opinion. Unfortunately, the whole 
organization and strategy of the United 
Mine Workers of America, conceived 
as they were in times of prolonged 
prosperity, are built around the princi- 
ple of attack—attack not on high costs, 
low prices, devastating competition, 
and the other incidents of a shrinking 
market, but attack on the operators 
and their supposedly inexhaustible 
resources. In so far as the original 
strategy has been amplified, it looks 
toward legislative and other political 
activity and not to better internal 
adjustment to the changed economic 
conditions. 

The higher officers of the union have 
been slow themselves to recognize the 
economic facts and the bad repute in 
which the industry has been placed b 
reason of strikes and other unfortunate 
occurrences, and have been stil! slower 
to pass on the benefit of their superior 
knowledge to their followers. So the 
operators must decide how, in the most 
sincere and effective manner, and with- 
out detracting from the prestige of the 
union with its membership, to broad- 
cast and drive home a knowledge of the 
real sources of short working time and 
reduced incomes; how to make it clear 
to the rank and file that measures 
greater efficiency and economy are not 
dictated by greed for profits, but by the 
dire necessity for making ends meet, 80 
that employment for the great majority 
of the workers will be maintained and, 
if possible, increased; what the oper- 
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; are doing to regain their markets; 

» short, how to secure some measure 
; sacrifice for the benefit of all con- 
ned. For employers and their men, in 
- all the preaching to the con- 

, have more interests in com- 

han otherwise. It would, for 
make a vast difference to 

any coal companies if their miners 
vere to put forth a little extra effort to 
ise their daily output. Once a 

r a two weeks’ period just before 


Christmas they do just this, probably 


to be candid, in a spirit of peace 
.d will toward men, but to im- 

ve their Christmas pay. The union 
t been wholly uncooperative, but 
mbers seem to have absorbed too 
the philosophy of a certain 

lical’’ miner who had been out of 
r a long time because of the 

¢ down of a colliery and cited 

t as his “sacrifice.” It was use- 

to try to convince him that his 
lar hardship did nobody any 
and that any sacrifice worth 


mentioning would be a course of action 


would help the company to 
ve his position. 
The economic message must be 
ivered, but how? 
in the old days direct appeal to the 


of the workers was probably 


never resorted to. There was no ap- 


t need for it anywhere when busi- 
ss was just business, with no 


particular relation to economics or 


blic opinion. Then industries awak- 
| and began communicating with 
employees through all sorts of 
perficial devices, such as pay roll 


messages, house organs, posters, and 
the like. The value of such methods is 


7h 


‘oubtful. Most of them have been tried 
n the anthracite industry with effects 


ite the reverse of those intended; 


“i 


‘uel is added to whatever controversy 





may be under way; chronic disturbers 
are supplied texts for orations. The best 
that can be hoped from them is that 
they will make some impression on 
what we are accustomed to call the 
“better thinking element’’—the more 
mature, intelligent, and _ responsible 
miners, who have families to support 
and are anxious to earn good incomes. 
But here is the difficulty: The men who 
want to think straight, from the com- 
pany standpoint, are not as a rule lead- 
ers or union politicians. They seldom 
attend union meetings; and when they 
do, they have little or nothing to say, 
for fear of being branded “‘company 
men.” And yet, their influence is by 
no means nil. In strike times, if the 
disturbance lasts long enough, they 
sometimes gather around the streets 
in the daytime or in the home of some 
influential citizen under the cover of 
night, and talk things over in a sensible 
fashion. Ultimately their quiet strength 
becomes too evident to be ignored, even 
by the vociferous, mischief-making 
minority. 

The “‘ better thinking element” often 
reacts well to the approaches of the 
foreman, who in many cases is a former 
union man himself, as well as a neigh- 
bor and perhaps a political leader. 
However, more in keeping with good 
strategy under collective bargaining 
is the effort to educate the higher 
union officials. These men have usually 
had exceptional opportunities, through 
their part in the periodical general wage 
negotiations, to learn the true state of 
the industry. To appeal through these 
channels is, of course, to abandon some- 
thing of the original conception of the 
union’s function as a mere purveyor of 
individual and group grievances; it 
should enhance the dignity of collective 
bargaining. Nevertheless, the results 
of this procedure have, thus far, 











ee 








398 Harvard Business ‘Review 


left much to be desired. One gains 
the impression that the troubles of 
the operators sit rather lightly on the 
union’s chest, and even now, there 
seems to be an impression in its ranks 
that the present acute conditions are 
wholly of the operators’ making. “My 
business,” said one of the topmost 
leaders after the signing of one of the 
later wage agreements, “‘is to see that 
the wage scale is protected; the re- 
sponsibility for providing work is up 
to the operators.” 

This, after nearly thirty-five years 
of mutuality, and in the face of the 
grave disaster which has overtaken a 
third of the miners of the industry and 
threatens the remainder! 


An Appraisal 

This account of a mass human rela- 
tionship in one particular setting has 
probably seemed wholly devoid of in- 
spiration. And yet, nothing in it should 
suggest any essential unsoundness in 
the principle of collective bargaining 
itself. Unionism never set out to fa- 
cilitate management, but to correct 
abuses. In this, it has visibly succeeded. 
Nevertheless, it has conferred benefits 
on management which are substantial, 
though often obscured in the course of 
daily dealings. Chief among these, per- 
haps, are the stabilizing effects of 
collective bargaining on production 
costs and on prices. When the union 
came into the anthracite field at the 
beginning of the century the companies 
had recently emerged from a period of 
disastrous internal competition. Wages 
and prices had been low. Since then, 
great progress has been made in mech- 
anization. Breaker boys have given 
way to semiautomatic cleaning devices; 
pumps and fans have been made self- 
operating; electric power has displaced 
many of the steam plants. But still 


the labor charges predominate in the 
cost of production. Ultimately, in such 
a situation, labor costs dominate prices. 
and prices determine wages. Once the 
miners were helpless to resist the drif 
of wages toward the subsistence level. 
but unionization corrected this condj- 
tion for labor, and in so doing, im- 
proved prices and profits, at least unti] 
well after war times. In more recent 
years, the stable wage level has been 
keeping a floor under the price struc- 
ture, even though it has caused a loss 
of tonnage to competitive fuels. The 
operators have not been ungrateful for 
this much “cooperation,”’ for it has out- 
weighed a multitude of inconveniences. 

There is also an important long-run, 
intangible advantage to the employer 
in the workers’ freedom to air their 
troubles through their own representa- 
tives. By and large, grievances need n 
longer remain bottled up and become 
the occasion for major explosions, cer- 
tain more recent experiences to the 
contrary notwithstanding. So that, 
perhaps, the anthracite industry, which 
has been the object of much adverse 
criticism, may at least be credited wit! 
having adopted the means of discover- 
ing and dealing with the human 
problems of production. 

From the opposite angle, it simplifies 
dealings with a diversified mass to be 
able to act through intermediaries w! 
speak the language of the wage earner 

Then, too, while collective bargain- 
ing imposes upon management new and 
perplexing duties, it relieves it of muc! 
responsibility for discovering and min- 
istering to the workers’ more advanced 
interests. Long before American indus- 
tries had decided to find out “What | 
on the workers’ minds ?”’ and develope¢ 
programs to keep them contented, t! 
miners’ union had become entrenched 
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economic adjustments. On the whole, 
though, the union has proven itself 
well able to take care of itself and its 
men. Management, therefore, can with 
a clear conscience put the main em- 
phasis on how to get the most out of 
the union for the business as a whole. I 
am certain that this is what the union 
itself both expects and desires. 

This policy, to be sure, will mean 
a certain continuance of the indus- 
trial conflict. Nevertheless, if through 
some better form of guidance or com- 
pulsion than now exists the two sides 
are compelled to abide by the already 
established rules of the game, the 
contest need be neither destructive nor 
unwholesome. 














SWEDEN: WHERE EMPLOYERS COMPROMISE: 


BY PAUL H. NORGREN 


(TH all that has been writ- 

ten about Sweden in recent 

years, its collective bargain- 
ing system has received little more than 
passing notice. Yet this is easily the 
outstanding feature of the country’s 
social and economic set-up. The written 
agreements which govern the relations 
between organized workers and em- 
ployers are an essential part of Swedish 
industry, far exceeding the coopera- 
tives, the state-owned public utilities, 
and other similar institutions in scope 
and significance. They are, moreover, 
well worth American attention, repre- 
senting as they do the results of long 
experience in coping with a problem 
which we have barely begun to con- 
sider seriously on this side of the 
water. 

No less important than the agree- 
ments themselves are the methods by 
which they are concluded, interpreted, 
and enforced. During the past fifty 
years both parties to the employment 
contract have gradually built up efh- 
cient bargaining organizations, and 
between them they have evolved a set 
of rules and practices for settling work 
and wage questions which is unique of 
its kind. Both the agreement device 
and the implementing machinery are in 
use today in every sphere of economic 
activity, from agriculture to banking. 
They have reached their highest stage 
of development, however, in large-scale 
manufacturing. 

By contrast, collective bargaining in 
the United States has, up until very 
1 For the material used in writing this paper the author 
is indebted to Herr Albin Lind, editor of the weekly 


journal of the Swedish Federation of Trade Unions; 
to Herr Frithiof Sdderback, assistant director of the 


recently, been confined largely to non- 
manufacturing lines: coal mining, rail- 
road transportation, printing, the 
building trades, and a few others. The 
managers of American factories have 
always been opposed to any other kind 
of labor contract than that with the 
individual worker, and have striven to 
keep unions out of their plants by ever; 
means at their disposal, legitimate o 
otherwise. Recognition of unionism i: 
such industries as steel, automobiles. 


j 


electrical equipment, and textiles dur- 
ing the past year or two has altered 
this picture considerably; but the hos- 
tile sentiment among employers is by 
no means dissipated. The belief stil! 
prevails that the existence of strong 
labor organizations, continually de- 
manding higher wages, precludes th 
possibility of conducting business en- 
terprise on a profitable basis. 

But this thesis is not borne out by 
Swedish experience. By forming strong 
combinations of their own, the em- 
ployers of that country have prevented 
the unions from gaining any permanent 
advantage over them. And by means of 
judicious compromises they have been 
able to influence the development of 
the collective bargaining system very 
materially in accordance with their 
own ideas and interests. Finally, both 
they and the Swedish people as a whole 
have prospered during a period in 
which collective negotiation has bee 
the accepted method of settling the 
terms of employment. This at least 
puts the burden of proof on those w! 


I 


Swedish Employers’ Federation; to Dr. »Sigin¢ 
Hansson, chief of the Swedish Social Board; anc ¢ 
various other trade union, employers’ association, 
government officials. 
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Swedish Worker and Em- 
r Organizations 


vedish trade union movement 
its first appreciable growth in 
eighties and early nineties of 
century. During these years 
cal unions were formed, mainly 
ich skilled workers as carpen- 
klayers, molders, machinists, 
setters. Almost simultaneously 
heir formation these unions be- 
lemand formal recognition, and 
y cases they succeeded in ob- 
written agreements with the 
f the individual plants in which 
members were employed. 


a 


Soon after this step the local organ- 


in a number of trades became 

into central associations cover- 

geographical sections or even 

tire country. This consolidation 

ndeed started as early as 1886, but 

| not reach any considerable 

ns until the latter half of 

eties. During this period also, 

tagion spread rapidly among the 

orkers, and these, since they 

ided from membership in the 

raft groups, formed local and 

tional unions of their own. In 

)8 the Swedish Federation of Trade 

Landsorganisationen), compris- 

of the then existing national 

well as a number of uncon- 

locals, was organized. This 

n was set up mainly for the 

of gathering statistics and for 

ing larger strike and lockout 

fits. The sovereignty and freedom 

tion of the national unions were 
ractically intact. 


\s consolidation proceeded, the bar- 


ing position of the organized work- 
eir dealings with the individual 
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employers improved correspondingly. 
Nor were they slow to take advantage 
of this growing strength. Their policies 
became increasingly more militant and 
their demands more insistent. As a 
result, there was a rapid increase in the 
number of agreements, and substantial 
concessions in the form of higher wages 
and more favorable working conditions 
were obtained by most of the unions. 

The employers soon realized that 
they would have to unite themselves, in 
order to hold their own against the 
workers. In 1902, a number of machin- 
ery manufacturers met in Stockholm 
and formed the first national em- 
ployers’ organization. Some two years 
earlier, machine makers in the United 
States had started a similar alliance— 
the National Metal Trades Association. 
Both these groups were confronted 
with strong and growing worker com- 
binations, and both were primarily 
interested in preserving or regaining 
their former bargaining advantages. 
But the American employers made it 
their avowed purpose to destroy the 
unions, whereas the Swedes chose to 
accept them as an established fact and 
to deal with them on equal terms. And 
just as unrelenting opposition became 
the characteristic employer attitude in 
the one country, so did acquiescence 
and compromise in the other. 

In the years immediately following, 
employers’ associations were formed 
in a number of other Swedish indus- 
tries, notably iron and steel, lumber, 
pulp, paper, and textiles. At first these 
bodies existed and functioned inde- 
pendently of each other. But once the 
advantages of cooperative action over 
free-lancing had been demonstrated, 
the sentiment for still further centrali- 
zation grew rapidly. The nucleus of a 
general employer combine had been 
created in the fall of 1902 with the 
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formation of the Swedish Employers’ 
Federation (Svenska Arbetsgivareforen- 
ingen) by a group of approximately 
thirty individual enterprisers engaged 
in various lines of activity. After 1905 
there was a general, although gradual, 
movement of the newly formed indus- 
try-associations into the SEF, so that 
by the end of the decade the Swedish 
manufacturers had at their disposal 
a “union of unions” corresponding 
roughly to that already in existence on 
the worker side. The Employers’ Fed- 
eration was (and still is) less compre- 
hensive than the Swedish Federation 
of Trade Unions, but this disadvantage 
was in large measure offset by its more 
concentrated financial and administra- 
tive control, the collection of dues, 
disbursement of stoppage benefits, and 
most of the important policy-making 
and decision-making powers being dele- 
gated to the central organization rather 
than to the constituent bodies. 

Soon after their formation the em- 
ployers’ associations in the various 
industries began to arrange national 
conferences with the central unions 
with which the member firms had pre- 
viously dealt individually. This cen- 
tralization of the negotiating procedure 
led quite naturally to the discarding of 
the old local contracts, and the substi- 
tution for them of national agreements, 
applicable to all plants belonging to a 
given association. The result was a sub- 
stantial standardization of wage and 
working conditions throughout each 
major industry. 

One of the first, and in many re- 
spects the most important, of these 
national documents was concluded be- 
tween the heads of the Machine Ma- 
kers’ Association (Verkstadsforeningen) 
and union representatives in 1905. By 
it uniform minimum wage rates, hours 
of work, payment for overtime, and 


rules for settling disputes were estab. 
lished in a large majority of the coup. 
try’s machinery plants. A _ simila; 
agreement for iron and steel was 
effected in 1908. The Iron-Master:’ 
Association (Jarnbruksforbundet), after 
proposing a national conference for thi; 
industry, delayed its occurrence con- 
siderably by refusing to accede to the 
unions’ demand that it be presided 
over by an impartial chairman, 
objection being that this would by 
the same thing as arbitration. But the 
leaders of the SEF, who were strong; 
in favor of establishing standards, 
finally persuaded the iron-masters 1 
give in to the unions on this point, and 
a satisfactory arrangement was reached 
in less than two months of parleying. 
The employers were thus aware of 
the wisdom of making judicious con- 
cessions at an early stage of the devel- 
opment of collective bargaining. 

As has been noted, the Swedis! 
workers were at this time organized 
mainly by crafts. From the start the 
employers were opposed to this type of 
union, chiefly because of the time and 
trouble involved in negotiating separate 
agreements with each group, and of the 
element of uncertainty introduced when 
these agreements, whether local! or na- 
tional, expired at different times during 
the year. Their next objective, there- 
fore, was to induce the various un! 
in each plant or industry to sign 
single contract. In the first of the tw 
national conferences mentioned above, 
for example, the Machine Makers 
Association succeeded in bringing ' 
gether four national craft bodies 
namely the metal workers’, molders’, 
wood workers’, and factory workers 
unions, as signatories to the agree 
ment. Four years later the associati 
by threatening an industry-wide lock- 
out, practically compelled the sheet 
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metal workers’, painters’, masons’, and 
ae CORD. --ansport workers’ unions to come in 


aullar Ne the same arrangement. The 
ie machit trades’ national agreement 
Masters thus became also a full-fledged indus- 
t), after ‘rial agreement, in that it covered 
a ily all types of wage earners 
Ce ¢ d 


to 1 within the industry. 
C tO the 
This move on the part of the organ- 


Saye mployers gave a definite impetus 
orf lustrial unionism in Sweden. It 
“ES was largely their insistence on single 
mer sreements for each industry that 
adined, ised the congress of the Federation 
tere Trade Unions, in 1912, to adopt a 
nt. 3 gram for changing over all the 
each, tituent unions to the industrial 
‘levine. This program has since been 
ire out, albeit slowly and with 
1s con- iny setbacks. Today no more than a 
devel- half-dozen craft groups remain, and 
ven these have working arrangements 
wedis| with other groups or with each other 
anized which make them, in effect, constit- 
rt th ients of bodies representing the in- 
ype of dustry to which they belong.” There is, 
1e and moreover, no evidence of a desire to 
para to craftism. The Swedish work- 
of th ers, like the employers before them, 
| when have become convinced of the superior- 
or na- ‘the industrial union as a bargain- 
ae 
there- standardization movement 
— which the employers initiated has also 
ign a proceeded far toward completion. At 
pi present time, more than 80 per 


i the wage earners in manufactur- 
~ ng, Mining, transportation, and state 
— and municipal service are governed by 
reper agreements country-wide in scope. In 

logging industry and retail trade 

ite contracts for each locality or 
place are still preponderant, but 
lock- rpenters, bricklayers, and “building labor- 


ple, tly negotiate a national agree- 
the Master Builders’ Association. 
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even here the trend toward one big 
agreement is unmistakable. 


Wage-Making Procedure 

The wage-making procedure is un- 
doubtedly the outstanding feature of 
the Swedish collective bargaining sys- 
tem, and its development has been due 
in no small measure to the efforts of 
the organized employers. Especially 
is this true as regards the widespread 
use of piece work. In the early days of 
the labor movement there was bitter 
opposition to this method of payment 
from the worker side. The then prevail- 
ing practice was to revise the rates 
whenever a job or batch of work was 
completed; and as more efficient meth- 
ods of production were continually 
being introduced, the revisions were 
usually downward. As a result the 
workers came to regard the whole 
device as a scheme for paring wages, 
and nothing else. And when their 
organizations attained sufficient size 
and strength, they began to press 
demands for its abolition. 

The employers, however, felt that 
payment by results was far more con- 
ducive to efficient production than time 
work. As they in turn became organized, 
therefore, they countered with de- 
mands that it be retained or restored. 
But they did not make the mistake, so 
common with American employers, of 
taking an unequivocal stand and refus- 
ing to budge. Instead, they offered to 
do away with the practice of revising 
the rates at the completion of every job, 
and to substitute fixed rate schedules, 
arrived at through central negotiations 
and applicable for the life of the main 
agreements. The unions balked at first; 
but once it became apparent that piece- 
scales were no harder to adjust through 
bargaining than hourly wages, the 
opposition soon faded away. 
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In a period of industrial develop- 
ment when new and improved prod- 
ucts and new methods of making them 
were constantly coming on the market, 
this arrangement obviously could not 
cover all contingencies which might 
arise. ‘The employers in a number of 
manufacturing industries, therefore, 
deemed it expedient to go a step far- 
ther. In the iron and steel negotiations 
in 1908, for example, the iron masters 
consented to the inclusion of the fol- 
lowing provision in the agreement: 


On all piece work for which fixed piece- 
rate lists have not been established (such as 
when new kinds of work, new methods, or 
new machines are introduced) the workers 
shall be guaranteed their time-rate.* 
Similar clauses were subsequently in- 
corporated in several other national 
contracts, and today the principle is 
in force in practically all manufactur- 
ing lines. In certain industries, notably 
machinery and municipal works, the 
worker’s time-rate is guaranteed on all 
kinds of piece work, whether the prod- 
ucts or methods are new or old. 

The wisdom of the employers’ deci- 
sion to compromise on this question 
soon became apparent. With its most 
objectionable feature removed, the 
productivity wage proved to be well 
suited to the temperament of the Swed- 
ish worker, who, with his traditional 
hatred of authority, prefers driving 
himself to being driven by a boss. By 
1910 the clauses condemning piece 
work had been stricken from the by- 
laws of all the national unions. Since 
then the method has been extended to a 
wider and wider range of occupations, 
until today it is the standard practice 
in all production industries, and in a 
number of service industries besides. 
Even construction work, which is 


3H. Sundholm, Jdarnbruksforbundet, 1906-1937, p. 47. 
4 National agreement between the Machine Makers’ 
Association (Verkstadsforeningen) and the Metal 


regarded as inherently a time-wor! 
occupation in most countries, is paid 
for according to results in Sweden, 
In their negotiations over the p 


thirty years the contractors and bujld- 
ing workers have developed a set oj 
rate scales for each type of work: and 
these scales, though necessarily detailed 
and voluminous, are fully as practica- 
ble as those found in the aver 
American manufacturing plant. 


as 


ae 


Minimum Wage Rates 


The great majority of the agreements 
in manufacturing, mining, and con- 
struction specify one or more tim 
rates, which for most purposes may bi 
regarded as establishing a minimum { 
each industry. To be sure, most of t 
work actually carried out is paid { 
the piece or by weight, but these tin 
rates provide a “floor”? below 
productivity earnings may not g 
illustrative of a method of job classifica- 
tion arrived at through the mechanisn 
of collective bargaining, the time-rat 
set-up in the Swedish wage conti 
is of considerable interest, particularl: 
at a time when the same problem | 
confronting American industry. 

The two factors most commonly con- 
sidered in fixing time rates are (a) age 
and experience (sometimes separately, 
but more often in combination), and (| 
trade or occupation. The forme: 
used almost exclusively in industries 
employing mainly skilled help. 1 
machine industry, for example, workers 
over 24 years of age, and with at | 
seven years’ experience in their trace, 
are rated at 88 ore; those over 21, anc 
with at least four years’ experience, at 
82 dre; and younger workers at 
gressively lower rates, depending on t 
age factor alone.‘ 


\ 


Workers’ National Union (Metallindustriarbetar 
forbundet), 1936, p. 7. 
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le and occupational distinctions, 
; other hand, are utilized over 
ea sractically the whole industrial field, 


he se .re especially highly developed in 
d bujl me of the relatively “unskilled 

1 any ;. The national agreement for wood- 
rk: a vides one of the best examples 


detailed this practice. No mention of age or 
“ay ience is made in this contract, the 
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With the relative wage levels thus fixed, 
a wage revision for the entire industry 
can be made by simply changing one 
figure. Here, as in most other produc- 
tion industries, the majority of workers 
—even maintenance men and out- 
door laborers—are paid by the piece; 
but this does not affect the simplicity 
of the arrangement appreciably, since 





ractic : , ‘ ig ; 
ome the time-rate schedule being there is a definite relation between the 
, ntirelyonoccupational and cost- time rates and the piece schedules in 
considerations. Three main each grade and class. These sets of 
of wage earners are distin- percentages have been kept practically 
g (1) production workers, (2) unchanged since 1928, and there is 
res au and maintenance men, and (3) | good reason to believe that they will 
id con- laborers. Each of the first two continue in force for some time to come. 
re sotin 
may | EXHIBIT I 
nu) NATIONAL TiME-RaTE SCHEDULE FOR Woop Pup 
cai hg (Figures in ére) 
ha Classification of Factories* 
1 for oe anon *-amememeeeE ce 
: I II Ill IV V 
” roup Grade (700%) (97% (94%) (90%) (85%) 
A (110%) 100 97 94 go 85 
B (105%) 96 93 go 86 81 
" C (100%) gI 88 86 82 77 
. D (95%) 86 84 81 78 73 
n E (90%) 82 79 77 74 70 
n F (85%) 77 75 73 70 66 
85 82 80 77 72 
: fication corresponds to the grouping by localities according to the cost of living, found in most other national agreementse 
lem groups is divided into six grades accord- The grading practice merits a further 


ng to the type of work or operation 
rmed, Grade A comprising the 
a) age bs requiring the highest degree of 
rately, all and responsibility, and Grade F 
and (| those requiring little or none. The time 
ler al rate for Grade A is approximately 30 
lustries per cent above that for Grade F. 


In th [he degree to which wage scales in 
t iss production industries have 
t least n systematized is so well illustrated 
by this national time-rate schedule for 
I, and wood pulp that it has seemed worth 


nce, at while tu reproduce it (Exhibit I). 

t pro- [t will be seen that the key to the 

ont time rates for the several grades of 

rkers and groups of plants lies in the 

two sets of percentages, with Grade C 
Class I as the respective bases. 








word of attention, because of the im- 
portant place it holds in the Swedish 
wage-making structure. Even in those 
industries where age and experience 
criteria are used, the ability to perform 
dificult tasks is also taken into ac- 
count in setting rates of pay. In iron 
and steel, for instance, both production 
and nonproduction workers are classi- 
fied on this basis. The former are 
divided into three groups, the first 
including the more highly skilled work- 
ers, such as welders, open hearth 
melters, and steam-hammer operators, 
with a minimum-wage rating of 80 ore 
an hour; the second including rolling- 
mill operators, heaters, and other /ess 
highly skilled workers, all rated at 73 
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dre. Group III includes all kinds of _ ican observer is their enforceability 4; 
workers, and its minimum __ law. The uncertain legal status of trad. 
wage is set at 66 ore. The skilled main- unions is undoubtedly one of the sores: 
tenance men and repair men (e.g., spots in industrial relations in th; 
machinists, molders, carpenters, elec- | country today. Most of our employer; 
tricians) are kept in a class by them- who refuse to sign contracts do 0 op 
selves, but are given the same rating as __ the ground that they have no guarant, 
the highly skilled production workers. _ that the workers will observe them, and 
This practice of arranging workers of no redress in the event of violation. The 
different occupations by grades accord- manner in which the Swedes have over. 
ing to the degree of skill required is in come this difficulty is therefore 
f especial interest at the present juncture 
Nominally, both the unions and th 
employers’ associations were mad 
legally responsible for breaches 


unskilled 


large measure a consequence of the 
change-over from craft to industrial 
unionism, which has been under way 


in Sweden during the past twenty- 


five years and is now practically agreement obligations in 1916, under 3 
completed. Craft union hostility to- court decision handed down in that 
year. But this was rarely used as the 


ward industrialism, in both Great 
Britain and the United States, is based 
mainly on the alleged unfair advantage 
that it gives to non-craft workers. 
Because of their superior numbers, it is 
claimed, the unskilled are able to raise 
their wages at the expense of the skilled. 
As the problem has been handled in 
Sweden, however, the skilled workers 
are without doubt fully as well off as 
they would have been under a con- 
tinuance of craftism. Since the advent 

of industrial unions the gap between the workers’ opposition proved to 
the wage rates of higher and lower _ strong. 

grades of workers has, to be sure, be- Finally, in 1928, a law was passed, 
come narrower. But there is still a largely on the strength of support 
substantial margin of difference—a 
margin which, it might be argued, is 
more in keeping with the actual differ- 
ence in productivity than that which 
exists in our own country. There is, 
moreover, every indication that the 
relative wage rates are by now fairly 
well stabilized, so that the craftsmen 
have no great cause to fear further 


basis of litigation, largely because 

the slowness of the regular law courts 
in handling civil cases. The organized 
workers vigorously opposed any legis- 
lation along this line, on the ground 
that damages awarded against then 
would of necessity be much larger than 
any awarded in their favor. On tu 
occasions—in 1910 and 1920—attempts 
were made to incorporate this principle 
in the law of the land, but in each cas 





by the employers’ associations, whic! 
made the collective contract a legall) 
enforceable document. It stipulated, 
among other things, that if either of t! 
parties to an agreement evaded an) 

the responsibilities undertaken therein, 
it might be held liable for any loss 

damage sustained by the other party 
In pushing through the enactment 

this statute, the employers’ capacit) 
- aie ass , for sensible compromise again stood 
Enforceability of the Collective Agreement them in good stead. For instead 

insisting on the payment of full dam- 
ages in every case, they agreed to 4 


encroachments. 





Another aspect of Swedish collective 
agreements which impresses the Amer- 














ability 4 nn whereby the defendants’ 
Is Of trad pay should also be taken into 
the sorest -onsideration. In the law as finally 
$ in ths i. e limit of damages which any 
‘mployers i;vidual worker could be required to 
do so o was set at 200 kronor. 

guarant Despite the fact that this compro- 
hem, and t, in part at least, the workers’ 
tion. Th sjection to having their organi- 


ave over- zations made legal entities, they con- 


refore } oppose the legislation up to 
junctur moment of its passage. Subse- 
) and the however, their attitude has 


€ mad indergone a marked change; and the 
therefor is not far to seek. For it 


ches 
, unde came apparent that the power 
in tha sue could be used effectively against 
d as the employers as well as workers, and that 
cause rtunities to do so were by no 
Ww courts means lacking. Indeed, since the law 
rganized went into effect the unions have been 
ny legis- the aggressors at least three times as 
ground frequently as their adversaries. 
st then e objection of slowness in legal 
per than proceedings was met by a second law, 
On tw providing for a labor court, whose 
ttempts e duties should be the handling 
rincipl cases arising under the Collective 
ach case \greement Law. This court has proved 
red t lf to be one of the most efficiently 
tioning bodies of its kind ever 
passed, tablished. During the scant nine 
support years of its existence it has disposed of 
whic! more than 1,300 disputes, in every case 
legall vithin a few weeks of the initiation of 
ulate ‘dings. The court is composed of 
r of the even members, two of whom are 
any 0 nominated by the unions and two by 
herein, the employers’ organizations. The re- 
loss or maining three, including the chairman, 
party re appointed by the government. It 
rent ot nvenes one day each week, usually on 
ipacit y. Between ten in the forenoon 
stood id four in the afternoon it tries four 
ead ises, one hour being allowed for each. 
| dam- It seems difficult to believe, at first, 
J toa that an hour can suffice to try cases 
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which frequently involve a good deal of 
acrimonious feeling and difference of 
viewpoint on the part of the opposing 
parties, in addition to the ambiguous 
agreement phraseology and obscure 
motives which ordinarily constitute the 
main points at issue. And yet the 
majority of the judgments have been 
eminently satisfactory to both sides. 
The answer is to be found in the organ- 
ization of the court, and in the stand- 
ardized procedure by which each case 
is handled, both before and during the 
trial. The plaintiffs and defendants are 
required to submit statements of their 
respective versions of the issues to the 
court, in writing, at least a week before 
the date of the trial session. The chair- 
man studies these statements carefully, 
after which he confers with the parties 
by telephone and informs them that 
they must be prepared to substantiate 
certain of their assertions with further 
evidence. The other judges also ac- 
quaint themselves with the facts of the 
case ahead of time. Finally, all the 
principally interested people on both 
sides are required to present themselves 
as witnesses. When the trial begins, 
therefore, the ground is cleared for a 
quick review of all the relevant facts, 
and prompt answers to most of the 
questions that arise are assured. 

The proceedings themselves are con- 
ducted on an informal basis, and yet 
with a surprising smoothness and dis- 
patch. Legal language is almost totally 
absent. The chairman acts as a sort of 
umpire, to keep irrelevancies and per- 
sonalities out of the testimony. All 
four cases are heard in sequence, after 
which the court is adjourned. Then at 
the end of the day the judges meet be- 
hind closed doors, and a vote is taken 
on each case. The only task remaining 
after this is the writing of the judg- 
ments, which is usually finished within 
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two weeks after the trial. The parties 
are then notified of the verdict and 
presented with copies of the judgment. 
This ends the matter; there is no appeal 
from the Labor Court’s decisions. 
Negotiation of Agreements 

It should be noted that this incur- 
sion of the law into Swedish industrial 
relations applies only to disputes aris- 
ing under agreements already con- 
cluded. When it comes to negotiating 
new agreements, whether for the first 
time or after the expiration of old 
ones, both the unions and the em- 
ployers’ associations still insist on full 
freedom of action, and are strongly 
opposed to government or legal coer- 
cion in any form. It is during these 
negotiations, moreover, that the most 
serious differences occur; and when, as 
often happens, the parleys break down, 
stoppages of work not infrequently 
result. Recent events indicate, how- 
ever, that at least one of the causes 
of such disruptions may soon be 
eliminated. 

The employers’ delegates at the 
agreement conferences are ordinarily 
empowered to accept unequivocally the 
contracts which they negotiate, for all 
the constituent firms of the association 
concerned. The powers of the workers’ 
delegates, on the other hand, extend 
only to the point of tentative approval. 
The agreement must then be submitted 
to a vote of the rank and file, and this 
vote is final. The employers have al- 
ways protested strenuously against this 
practice. They maintain that the situa- 
tion at the stage of approval is a fair 
one for all concerned. The negotiators 
on the two sides have made approxi- 
mately equal concessions, in the inter- 
ests of preventing a breakdown. If the 
workers then reject the approved pact, 
the employers are put at a disadvan- 


tage, for they must now make furthe- 
concessions in order to avoid an open 
conflict. They have, therefore, repeat. 
edly urged the unions to discard the 
balloting procedure and institute , 
more centralized method of delegating 
responsibility. 

Up to now their importuning has met 
with little success. The rank and file 
have objected strongly to giving up any 
of their democratic prerogatives. The 
leaders, however, have realized fo; 
some time that the present arrange- 
ment is not a happy one, and recently 
the executive committee of the Federa- 
tion of Trade Unions drew up a reform 
plan, the main proposal of which was 
that the union negotiators be given ful! 
power to close contracts. The demo- 
cratic power of refusal would be re- 
tained, but in a modified form. It w: 
be exercised by a body of elected repre- 
sentatives, instead of by the individ- 
ual members directly. The negotiator 
would keep in contact with these repre- 
sentatives during the parleys, and 
would not sign the agreement unless 
they were sure that a_ substantial 
majority of them favored it. This 
scheme has already been adopted by 
the Metal Workers’ Union, and was 
successfully used for the first time 1 
the agreement negotiations with the 
Iron-Masters’ Association which took 
place last fall.° The plan meets most 
of the employers’ objections, and in 
view of the metal workers’ experience 
the chances are better than even that 
the other national unions will ratify it 
in the near future. 

A recent episode in Sweden’s collec- 
tive bargaining history provides an apt 
illustration of how organized employers 
may profit by making judicious con- 
5See Fackfireningsrérelsen (Official journal of the 
Swedish Federation of Trade Unions), 1937, No- # 
Pp. 456. 














ce furthe; ns. At the same time it demon- 
1 an open rates the wisdom of the policy, now 
€, repeat. suite generally accepted by Swedish 
scard the mployers’ associations, of basing their 


strategy on long run considera- 
. policy which has scarcely even 
ught of seriously in the larger 
g has met -apitalistic countries, and least of all 
- and file ‘n the United States. 
1g UP any In 1932, the worst year of the depres- 
' n. industrial firms in Sweden, as in 
western nations, were faced 
h the necessity of adapting costs to 
bnormally low level of world prices 
their products. But the SEF, in- 
of insisting on wage reductions 
hich was } outrance, asked the unions to take 
y a relatively small cut, amounting 
e demo- n the average to about five per cent. 
1 be re- Philanthropic motives, however, had 
It would ittle to do with the employers’ decision 
drepre- [— to make their demands thus moderate. 
were actuated largely, if not en- 
otiator tirely, by self-interest. But it was far- 
e repre- ghted self-interest—a relatively rare 
nd ng among entrepreneurs of the tradi- 
: unless tional type. Banking on their experi- 
stantial f ! vith previous economic cycles, 
t. This they were willing to take a chance that 
ted by the then-existing depressed conditions 
nd was would only last two or three years 
at the most. And although small 
reductions meant diminished 
ts or increased losses, they believed 
$ most that these would be compensated for 
and in vhen recovery became a fact, provided 
nions would in their turn pursue a 
n that moderate wage policy and not hamper 
tify it the functioning of the productive set-up 
lling strikes. 
| »an American it seems little short 
an apt remarkable that any group of private 
loyers enterprisers, however well organized, 
3 con- iid voluntarily undertake to bal- 
o nce a certain and definite sacrifice in 
No. 4 the immediate future against a possible 
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etting advantage at some undeter- 
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mined time in the relatively remote 
future. This is the more surprising 
when one considers that they had no 
real guaranty of moderation from the 
worker side. They had to rely mainly 
on the conservatism of the union lead- 
ers and on their influence over the rank 
and file. 

As it happened, the employers 
guessed right. Inside of two years world 
business conditions began to improve. 
Demand for the products in the manu- 
facture of which Sweden competes with 
other countries revived; and the Swed- 
ish industrialists, with their plants in 
first-class shape and with a reasonably 
good insurance against sudden rises 
in wage-costs and disrupting stop- 
pages, were able to submit price bids 
and delivery promises considerably 
more favorable than those of their 
competitors. 

Partly as a result of this, business 
activity in Sweden recovered rapidly, 
and with it business profits. ‘The work- 
ers got back their five per cent reduc- 
tion soon after the beginning of the 
upswing, but they did not press de- 
mands for another increase until the 
fall of 1937, more than two years later. 
By this time the employers had been 
able to effect a thorough consolidation 
of their financial position, and were not 
unamenable to a further moderate ad- 
vance in wages. 


Conclusion 


The problem of establishing mutually 
satisfactory relations between organ- 
ized workers and their employers is one 
of the most serious that modern capi- 
talistic democracies have to face. That 
Sweden has made considerable progress 
toward solving this problem is evi- 
denced by the fact that most of the 
employers now no longer regard the 
written collective contract as a neces- 
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sary evil, but actually prefer it to 
verbal agreements with the individual 
workers. Many factors have contrib- 
uted to this change of attitude, but it 
is probable that the establishment of 
industrial unionism on a national scale 
and the widespread acceptance of the 
productivity wage have had more to 
do with it than anything else. The 
former has greatly reduced the expense 
and uncertainty involved in working 
out the terms of the labor bargain, and 
the latter has made it possible to keep 
the cost per unit of product down in the 
face of a continually rising national 
wage scale. 

The determination of the level of 
wages in the agreements is undoubtedly 
the chief remaining source of discord 
and friction. Both sides have been 
inclined to be very unyielding on this 
point in the past; and when the nego- 


tiations have broken down, it has 
usually been because too wide a ga; 
existed between their respective esti- 
mates of a fair wage level for 
coming year. Even here, however, a le 
uncompromising spirit is beginning | 
manifest itself. The wage movement 
last fall, referred to above, was not 
only the largest but also the most 
orderly affair of its kind ever conducted 


increases in income for more than half 
of the country’s wage earners; and 
except for one minor conflict in th 
hotel and restaurant industry, this wa 
accomplished entirely through peace- 
able parleying and compromise. If t 
parties to the wage contract have 
good sense to foster this spirit, it is 
inconceivable that Sweden may som 
day become a strikeless and lockoutless 
country. 








ec. THE BRANCH BANKING SITUATION AND OUTLOOK 
BY GEORGE W. DOWR'E 
7 INCE most of the books which accentuated by the establishment of 
have been written on branch the national banking system in which 
banking in the United States no provision was made for the creation 
—s made their appearance from seven to - of branches except that, in 1865, per- 
mission was granted to state banks 


years ago,' there seems to be 
justification for a study of more 
levelopments and an appraisal 
present outlook. 


pment and Legislation to 1933 
Various states have permitted the 
blishment of branches since the 
beginning of our banking system. 
the universal adoption of the 
ed free banking principle by the 
| states and the Federal Govern- 
nt, branch banking was widely 
icticed in the United States. The 
First and Second Banks of the United 
as well as many of their con- 
raries chartered by state legisla- 
perated branches. As late as 
i861, the Secretary of the Treasury in 
annual Reports of the Finances? 
ed the existence of 174 branch 
es, connected with the 1,427 state 
| private banks, in spite of a wide- 
| adoption of free banking during 
preceding twenty-two years. Even 
the free banking code of a 
however, did not forbid the 
ishment of branches, the creation 
lependent banks was made so 
that branch banking had received 
led setback. This was further 
g the outstanding treatises are: Charles Wal- 
ace Collins, The Branch Banking Question. New York: 
( llan Company, 1926; Shirley Donald 
Branch Banking in the United States. 
McGraw-Hill Book Company, Inc., 1928; 
tagg Lawrence, Banking Concentration in the 


. New York: The Bankers Publishing 
1930; Bernard Ostrolensk, The Economics 
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converted into national associations to 
retain all their branches. Successive 
Comptrollers of the Currency and 
Attorneys-General interpreted the si- 
lence of the National Bank Act on the 
subject of branches to mean that it was 
unlawful for a national bank to have 
more than one ofhce for transacting 
business. The granting of a monopoly 
of note issue to national banks, during 
a period when the use of checking 
accounts was as yet not fully devel- 
oped, encouraged the taking out of 
national charters. Consequently, the 
privilege of establishing branches, which 
still existed in some of the states, was 
a decidedly secondary consideration 
in favor of a state charter. 

For the next half century, aside 
from a temporary revival of interest in 
the early nineties, little attention was 
paid to the subject, although a few 
branch banks continued to exist in 
various states. The present revival 
dates back to the period immediately 
preceding the World War. The adop- 
tion of a new banking code by the 
State of California in 1909, in which 
branch banking was specifically author- 
ized, and the liberalization of certain 
of Branch Banking. New York: Harper & Brothers, 
1930; Gaines Thompson Cartinhour, Branch, Group, 
and Chain Banking. New York: The Macmillan Com- 
pany, 1931. The work of John M. Chapman, Concen- 
tration of Banking (New York: Columbia University 
Press, 1934), presents some data for 1932 and 1933, 
but most of the tables end with 1931. 

2 Year of 1861, p. 285. 
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other states’ laws or regulations re- 
garding additional banking offices, 


mark the beginning of the present 
movement. There has resulted a steady 
growth in favorable public opinion 
with a consequent liberalization of 
state and Federal laws and a marked 
increase in the creation of additional 
branch offices. 

While several Comptrollers of the 
Currency had been more or less favor- 
able to the idea of branch banking, it 
remained for D. R. Crissinger, an 
appointee of President Harding, to 
upset all precedent by declaring that 
there was nothing in the National 
Bank Act to prevent a national bank- 
ing association from establishing addi- 
tional agencies or offices within the 
city in which the head office was 
situated, provided their activities were 
confined to receiving deposits and 
cashing checks. His legal justification 
was that such offices were not branches 
but a part of the legitimate equipment 
of a unit bank. The practical justifica- 
tion offered was that the national banks 
in cities where state banks had addi- 
tional offices could not long survive 
unless this competitive disadvantage 
were removed. 

This radical change in the inter- 
pretation of the National Bank Act 
aroused such widespread controversy 
that Congress was virtually compelled 
either specifically to repudiate the 
position taken by the Comptroller’s 
office or to give to it the more sure 
foundation of definite affirmative legis- 
lation. The latter course was followed 
in the shape of the McFadden-Pepper 
Act of February 25, 1927, under which 
national banks located in states which 
permitted branch banking could oper- 
ate branches within the city where the 


3 Now the Bank of America National Trust and 
Savings Association. 
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head office was located. However, thi; 
privilege was surrounded with severe 
limitations. Since they no longer exist 
they need not concern us here. Qy; 
main interest lies in the fact that it was 
scarcely more than eleven years ag 
that the first legislative recognition 
was given by the Federal Government 
to a movement which has grown 
major importance. 

The McFadden-Pepper Act was, ; 
the whole, an obstacle rather than an 
encouragement to the further growth 
of branch banking in the national sys- 
tem, but a provision which permitted 
converting state banks to bring with 
them all branches established before 
February 25, 1937, resulted in a large 
increase in the number of branch offices 
operated by national banks. The Bank 
of Italy* and the Pactific Southwest 
Savings Bank of Los Angeles‘ alon 
brought into the National System some 
377 branches when they came under 
Federal jurisdiction. The McFadden- 
Pepper Act forbade the acquisition of 
additional out-of-the-city branches, but 
it did not prohibit purchasing compet- 
ing independent banks and _ uniting 
them with an existing branch. Hence, 
both in the case of state-wide banks 
like the Bank of Italy in California and 
the county-wide branch banking or- 
ganizations existing in certain states 
east of the Mississippi, it was possible t 
expand the volume of operations, if not 
the number of extra-city branch offices. 

Exhibit I, compiled from annual 
reports of the Comptroller of the 
Currency, reveals the growth of branch 
offices from 1926, the year before the 
passage of the McFadden Act, until 
1933, when the provisions of the 
national banking statutes relating t 
branch banking were greatly liberalizec. 
4 Absorbed by the First National Trust and Savings 
Bank—now the Security-First National Bank. 
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¢ the period in question, through 
ire, consolidation, and merger, a 
exist jecided shrinkage was occurring in the 
- Our | s,umber of banks in the United States. 
it was f ‘his applied in some measure to branch 
3 ag -eanizations and is responsible for 
nitior in the total number of banks 
nches and in the total number 
vn t ‘ branches. While there appear to be 


EXHIBIT I 
Woy O! Brancw Orrices OF BANKS IN THE 
in a Unitep STATES, 1926-1932 
Total Banks Number of 
vith Total Intra-City 
; Branches Branches Branches 
tte } 737 2,796 1,961 
533 3,149 , 166 
544 3,307 271 
S16 , 603 ,49I 
larg 799 3,567 »45! 
fe 737 3,375 ,293 
% 747 3,290 ,220 


raiE Sour \ lal Reports of the Comptroller of the 


»® Bw HN NH WN 


~ more than four branches per bank in 
32, a closer investigation would 
mae that most branch 
had but one or two branches, and 
higher average per bank is 
for by the larger number of 
aa perated by a few banks in 
| les, San Francisco, New York 
oit, and Cleveland. 
Prior, then, to the passage of the 
\ct of 1933, the branch 
‘ing situation was about as follows. 
on In a few states like New York, Michi- 
Ohio where the state laws 
large urban banks had 
ed additional local offices, 
y to accommodate patrons in 
g districts who found traffic 
king problems an increasing 
» banking at the main office. 
a race for size in assets and 
obably constituted an even 
‘factor in the case of several of 
nks concerned. State-wide branch 
‘ Was permitted, or at least not 
n, in other states than Califor- 


so-called 
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nia, but it was in the latter alone that 
any development of consequence had 
occurred. 


The Act of 1933 

The period from the end of 1920 to 
March, 1933, inclusive, is one of the 
darkest in the history of American 
banking. During that relatively short 
time 11,125 banks failed. Among them 
were several hundred with branches. 
Most of these had only one or two 
branches, but their number also in- 
cluded one large bank in New York, 
two in Detroit, and others in Ohio and 
elsewhere. ‘There were numerous cases 
where a former independent unit bank 
survived the banking crisis of 1930- 
1933 as a part of a branch organization, 
whereas, had it retained its separate 
existence, it would have failed. On the 
other hand, the failure, or at least the 
serious embarrassment, suffered by 
certain large branch banks was due in 
no inconsiderable measure to a vigorous 
program of branch extension prior 
to the crisis. To the extent, therefore, 
that the branch form of organization 
makes for stronger and more ably 
managed banks, branch banking serves 
as a preventive against failures. On 
the other hand, the failure of an 
extensive branch banking system is 
fraught with more dire consequences 
than if it was a unit bank of the same 
size. 

J. W. Pole, Comptroller of the Cur- 
rency in the Hoover Administration, 
was so impressed with the bad showing 
of our banking structure, with its pre- 
ponderance of small unit banks, that 
he urged Congress to permit the estab- 
lishment of branches anywhere within 
the “‘trade area” of the head office 
city, even though its boundaries did 
not coincide with those of the Federal 
Reserve district in which the head 
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office was situated, and regardless of 
whether or not the states concerned 
permitted state banks to have branches. 
Mr. Pole’s proposal met a far more 
favorable response than had ever been 
accorded similar proposals in the past, 
but it aroused such determined opposi- 
tion from the independent bankers and 
their champions in Congress that no 
action was taken. 

With the advent of the Franklin D. 
Roosevelt Administration, some of the 
leaders in the majority party were 
friendly to the extension of branch 
banking, but others regarded the inde- 
pendent banker as one of the “for- 
gotten men” whose cause the New 
Deal was called upon to defend, along 
with the small grocer, druggist, and 
other alleged victims of the growth 
of chain and branch organizations. 

As a consequence, when Congress 
about to place its stamp of 
approval upon state-wide branch bank- 
ing by national banks, regardless of 
what privileges competing state banks 
enjoyed in this respect, a successful 
filibuster led by the late Huey P. Long 
compelled the rewording of the measure 
so that a national bank was limited to 
such privileges regarding the estab- 
lishment of branches as were enjoyed 
by state banks in the state where the 
head office of the national bank was 
located. This was a distinct disappoint- 
ment to certain national bankers in 
states like Minnesota and Illinois who 
were still prevented from operating 
even a single additional city office be- 
cause the state banks of these states 
were forbidden to do so. On the other 
hand, it marked a great step forward 
for national and state member banks in 
states like California, which had been 
forbidden by the McFadden Act to 
create new branches outside of the 
home office city, while nonmember 


was 
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state banks could establish branche: 
anywhere within the state’s boundaries. 
subject, of course, to the consent of the 
State Superintendent of Banks. 
Since the branch banking provisions 
of the Act of 1933 are still the law 
the land, it might be well to point ou: 
a few of the restrictions which the 
Act imposes upon the extension oj 
branches. First, the Comptroller of the 
Currency must approve each addition 
to the number of branch offices. Second. 
extra-city branches cannot be estab- 
lished unless the bank in question has a 
paid-in capital stock of $500,000, ex- 
cept that in states having from 500,000 
to 1,000,000 population and no cities of 
more than 100,000 population, a mini- 
mum of $250,000 is allowed, and in 
states of less than 500,000 population, 
with no cities of more than 50,000, 
population, $100,000 minimum capital 
stock is permitted. Third, the total 
capital stock of a bank and its branches 
must be not less than that required for 
a like number of independent units 
were they situated in the same places. 
The Banking Act of 1935, far reach- 
ing as the changes it has wrought in 
other respects have _ been, 
makes mention of the subject of 
branch banking. All it does is to shift 
the approval of establishing extra-city 
branches of state member banks from 
the Comptroller of the Currency to the 
Board of Governors of the Federal 
Reserve System. In one of the early 
drafts of the Act of 1935, provision 
was made for the ‘Pole idea” ©! 
extending branch banking to trade 
areas, but the friends of unit banking 
soon forced its deletion from the bill. 


scarcely 


Proposed Federa! Legislation 


There was before the late Congress 
a bill, introduced by Senator McAdoo, 
providing that a national banking 
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with the approval of the 
Comptroller of the Currency, might 
and operate branches at any 

in its Federal Reserve district, 

t no branch should be operated 

tate where state banks were 
privilege of establishing 

In spite of this concession 

; which are opposed to branch 

king, the McAdoo Bill is not likely 

; either house of Congress, even 
it is coupled with a more 
anti-holding company meas- 
[he President and the heads of 
[reasury and Federal Reserve 


System are not unfriendly to branch 


g. In fact, in an interview with 
mbers of the press, President 
t, in voicing his strong opposi- 
bank stock holding companies, 
it clear that he was not opposed 
banking. However, the 


rar 
WVialitl 


\IicAdoo Bill is not being officially 


red by the Administration. 
[he Bank Holding Company Bill of 
1938, before the recent Congress, pro- 
| that insured banks controlled by 
ng companies could not establish 
ew branches. The bill defined “con- 
s owning or holding more than 
the outstanding shares or 
ting rights for the election of direc- 
he domination, directly or 
tly, of the selection of the major- 
board’s membership. This 
stands a much better chance 
tment into law than does the 
gional branch banking bill. Branch 
w controlled by holding com- 
would probably throw off this 
rather than surrender the right 
lire new branches. Where the 
iws permit, the severe limita- 
vhich other provisions of the bill 
upon group banking organiza- 
uld stimulate their conversion 

branch banks. 


t 


One other bill introduced into the 
national House of Representatives on 
January 10, 1938, by Congressman 
Patman of Texas, deserves passing 
notice. It provides that insured banks 
operating one or more branches shall 
be required by law to list separately 
for each city or town the resources and 
liabilities of the branch or branches 
located there. The statement must 
show in detail: the total loans and dis- 
counts, demand and time deposits, and 
value of banking houses, and other real 
estate held. It is obviously instigated 
by small independent unit banks who 
desire to have the evidence to sub- 
stantiate their claims that branch sys- 
tems denude the branch towns of their 
funds, whereas the home-owned bank 
devotes its funds wholly to the up- 
building of the local community. In 
spite of the fact that this fallacy has 
been exploded many times, it continues 
to have a wide acceptance in the case of 
both chain stores and banks. Funds 
tend to gravitate to the places where 
they can be best employed; hence under 
any system of banking, every com- 
munity is likely to have at its disposal 
as large an amount of bank credit as it 
can use safely and profitably. 

The present situation regarding fur- 
ther extension of branch banking by 
Federal law seems to be that few mem- 
bers of Congress are militantly in favor 
of it, a goodly minority are opposed, 
and the rest apathetic. 

The state bank division of the Ameri- 
can Bankers’ Association has on numer- 
ous occasions declared itself unalterably 
opposed to destroying state autonomy 
respecting branch banking, but it has 
not militantly opposed its adoption by 
individual states. The American Bank- 
ers’ Association, in its annual conven- 
tions, has usually preferred to avoid 
committing itself on this highly con- 
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troversial issue, but in its 1937 conven- 
tion it passed the following resolution: 


We believe that the system of unit banks 

has been peculiarly adapted to the highly 
diversified community life of the United 
States. However, many of the states now 
authorize by law the operation of branch 
banks. We believe that national banks 
should, as they do now, continue to enjoy 
on an equality with state banks all branch 
banking privileges within these states. 
We are definitely opposed to any proposal 
or device looking to the establishment of 
branch banking privileges across state lines, 
directly or indirectly. 

At its last midwinter meeting, the 
New York State Bankers’ Association 
voted against the extension of branch 
banking beyond that now authorized 
by the Act of 1933. Similar action has 
been taken by various other state bank- 
ers’ conventions as well as the national 
association of supervisors of state 
banks. 

With these bankers’ organizations 
actively opposed to the enlargement of 
the present powers granted to national 
banks with respect to branches, and 
Congress and the public at best apa- 
thetic, there seems little likelihood of 
nation-wide or even regional branch 
banking becoming a reality in the near 
future. 

State Legislation and Developments 

So much for the evolution of national 
legislation. What have the states been 
doing? The latest summary of state 
legislation compiled by the Federal 
Reserve Board® bears the date of 
June 1, 1936, but the situation is un- 
changed except for the legalization of 
additional “stations”’ by the legislature 
of North Dakota in 1937. 

Whereas in 1929 only 8 states 
(Arizona, California, Maryland, North 


5 F-deral Reserve Bulletin, November, 1936. 






Carolina, Rhode Island, South Caro. 
lina, Vermont, and Virginia) permitted 
branch banking on a state-wide basis. 
17 states and the District of Columbi, 
have now sanctioned it, Connecticut. 
Idaho, Maine, Michigan, Nevada, Ore- 
gon, South Dakota, Utah, and Wasbh- 
ington having been added to the list, 

Likewise, in 1929, but I0 states per- 
mitted branch banking within a limited 
area such as the city or county in whi 
the home office was located (Georg 
Louisiana, Maine, Massachusetts, \is- 
sissippi, New Jersey, New York, Ohio, 
Pennsylvania, and Tennessee). Main 
is now on a state-wide basis but 9 oth 
states have been added to the limited 
area group (Alabama, Arkansas, Dela- 
ware, Indiana, lowa, Montana, New 
Mexico, North Dakota, and Wisconsi: 
Arkansas, Iowa, New Mexico, Nort 
Dakota, and Wisconsin permit addi 
tional stations or offices, but not fu 
fledged branches. 

Whereas in 1929, 22 states definitely 
prohibited any form of branch bank- 
ing, only g now remain in this category 
(Colorado, Florida, Illinois, Kansas, 
Minnesota, Missouri, Nebraska, ‘Texas 
and West Virginia). The states 
and Wyoming are still without laws 
on the subject, although under a court 
decision in Kentucky additional offi 
may be maintained for receiving 
posits and cashing checks. 

The Federal Reserve Bulletin 
November, 1937, contains a tabulati 
by states of the number of banks oper- 
ating branches or additional offices anc 
the number and kind of branches 
offices maintained on December 3], 
1935, and December 31, 1936, respec 
tively. The writer reproduces in Ex- 
hibit II only the data for the | 
year and for those states in which t 
movement has reached any consider- 
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e importance. He has added 
for the total number of 
peration in these states on 


r 31, 1936. 


of the growth of branch banking. Thus 
while the number of banks declined 
from 652 to 602, the total number of 
offices increased from 1,657 to 1,666. 


EXHIBIT II 


NuMBER OF BANKS AND BRANCHES IN SELECTED States, DECEMBER 31, 193 
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211 
715 
93 
1,129 
35 
150 
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31 
22 
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186 
607 
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Total Banks In Head Office Outside 
with Branches City or County of County 
840 2,262 966 
5 17 
30 315 52 
Il 30 O 
6 2 39 
32 SI I 
104 106 33 
14 25 3 
26 49 3 
20 33 25 
23 54 22 
42 III I 
39 142 + 
22 20 22 
2 3 8 
50 117 2 
78 60I 8 
40 35 66 
34 166 3 
+ 14 5 
38 go 2 
II 31 7 
6 5 17 
8 5 14 
19 31 16 
37 50 12 
8 18 27 
70 go 18 


letailed figures by states are not available for the close of 1937, a summary prepared by the 
iors of the Federal Reserve System shows that during 1937, 84 de novo branches were established 
e United States and g1 independent banks were converted into branch offices. This gain of 175 was 
continuance of 40 branch offices, making a net gain for 1937 of 135. 


! Reserve Bulletin, November, 1937. 


prepared for the Twelfth 


serve District and published 


ithly Review of the Reserve 
n Francisco for April, 1938, 
more recent and more inti- 
re of the progress of branch 
a district where every state 


thorized state-wide operation of 


s. Figures from this study are 
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ation represents a reduction 
11 number of banks in the 
ing 1937, but an increase in 
r of banking offices because 


Out of this decline of 51 in the number 
of banking corporations, none repre- 
sented a failure of a bank and only one 
a voluntary retirement from business. 
The 50 other banks were absorbed by 
existing organizations. 

The most rapid recent growth has 
been in Washington and Oregon. Mere 
numbers of banks and banking offices 
are likely to give a distorted picture so 
Exhibit IV is included in order to 
show what percentage of the total 
bank assets of the states of the Twelfth 
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District is now in the hands of the 
branch organizations. 

EXHIBIT III 
NuMBER OF BANKS AND BRANCHES IN THE TWELFTH 


FrpERAL Reserve District, DECEMBER 31, 1937 


Number Number 


of with  Intra-City Extra-Cibty 

Banks Branches Branches Branches 
Arizona 8 3 I 23 
California 234 36 242 615 
Idaho 52 6 O 31 
Nevada 9 2 Il 9 
Oregon 77 4 11 $4 
Utal 59 5 I 11 
Washington 163 9 15 49 
602 65 281 792 


Source: Monthly Review, Federal Reserve Bank of San 
Francisco, April, 1938. 

A study of Exhibits II and III re- 
veals that the Twelfth District is the 
only one in the Federal Reserve System 
where extra-home city branch banking 
has become strongly entrenched. While 

EXHIBIT IV 
PERCENTAGE OF TotaL Bank Assets oF STATES IN 
THE TWELFTH FEDERAL RESERVE DIsTRICT IN 


Brancu Banxs, DECEMBER 31, 1937 
88 


Arizona 7 
California 85.3 
Idaho 65 9 
Nevada 85.0 
Oregon 75-9 
Utah 34.8 
Washington 56.9 
Twelfth District 80.1%* 


* This compares with 78.1 % twelve months previously. 
Source: Monthly Review, Federal Reserve Bank of 
San Francisco, April, 1938. 
it exists in all the other districts, it can 
readily be seen that the independent 
unit system still predominates. Trans- 
america Corporation owns sufficient 
stock in banks in various states of the 
Twelfth District to enable it to form 
very quickly a region-wide “‘ Bank of 
America”’ in case the McAdoo Bill 
eventually should become a law. 
While the total number of branch 
offices in states like New York, Ohio, 
and Michigan is impressive, these 
states can scarcely be said to have 





branch banking in the sense in whic! 
the term is employed in Eur te. 
Canada, and the states of the Pacif, 
offices, in most instances situated 
within a few minutes’ ride from th, 
head office of the bank, presents 
different problem from that of a rea) 
branch system where distance compels 
the delegation of more authority 
subordinate officers and greatly com- 
plicates problems of coordination and 
control. Furthermore, the supplying 
partial or even complete local banking 
service to people in bankless villages by 
banks in nearby larger places presents 
a different situation from one in whic! 
a bank in San Francisco, for example, 
undertakes to establish one or mor 
branches in every city and town 
consequence in a whole state. Here it; 
not a matter of providing a banking 
service which would not otherwis 
exist, but is largely one of matching 
the facilities of a branch system with 
those of the banks already established 
in a community. 

As things stand now, the Far West 
is thoroughly committed to the idea 
that a branch banking organization 
with its head office in some relative); 
distant city can render a_ banking 
service equal or superior to independent 
home-owned banks. Great indust1 
states of the East have not as yet 
accepted this point of view to 
extent. They regard a branch office as 
neighborhood convenience. 

States like Arkansas, Iowa, N 
Dakota, and Wisconsin are also op- 
posed to branch banking as that term 
is employed on the Pacific Slope. Th: 
people of Iowa, for example, do n 
yet want Chicago, Omaha, or ev 
Des Moines banks to furnish banking 
facilities to the smaller towns. If a town 


+he 


cannot support a bank of its own, the 
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_ Which arefer to have a bank in a nearby 
seat or other local trading cen- 
ovide facilities through an addi- 
a tio! fice or station. 
uated By far the largest branch banking 
undertaken in this country to 
‘a tate is the Bank of America, National 
a re rust and Savings Association, of San 
a Francisco, 42% of whose stock is 
He ed by Transamerica Corporation, 
aphcay h in turn has important holdings 
rie banks in other Far Western States. 
= \t the close of 1937, the Bank of 
es \merica had 491 branches in 306 
ag mmunities, having added 16 in 12 
a mmunities during the year. Its capi- 
ig tal funds were in excess of $100,000,000, 
— and its total resources aggregated about 
_ e and a half billions. It ranks fourth 
iy size among the banks of the country. 
$y In spite of the fact that it operates in 
‘A 36 out of the 58 California counties, 
et Bank of America has concentrated 
“8 ts activities quite heavily in Los 
An \ngeles County and the San Francisco 
= Bay area. Of its 491 branches, 221 are 
rmer and 132 in the latter, a 
7 353. Inasmuch as the Los 
\ngeles main office has almost com- 
autonomy over the operation 
he branches in its area, “‘long dis- 
management,” after all, is con- 
ed to a relatively small part of the 
’s branch offices. 


J 


il of Operations and Prospects 


[he growth of branch banking to 

i the prospects for the future 

: properly appraised without 
ntiating the three distinct types 

h expansion: I. The creating of 

nal offices by large urban banks 

city or county of the head office. 
ll. The establishment of branches in 
by small rural communities by 
situated in moderate-sized cities 

vns. III. The operation from a 
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head office of branches situated beyond 
the metropolitan area in which the 
head office is located. 

I. As for the first of these, the diff- 
culties inherent in reaching the main 
offices of large down-town banks have 
been met satisfactorily in a number of 
cities by a generous sprinkling of 
branch offices throughout the city, or, 
in some cases, the county, in which the 
head office is situated. Wide differences 
exist with respect to the autonomy 
granted to the management of a 
branch office but, in all cases, the 
proximity to the head office greatly 
simplifies the problems inherent in 
multiple office banking. Standardiza- 
tion of equipment and practice, central 
purchasing, greater mobility of funds, 
elimination of duplication in adminis- 
trative overhead, have all resulted in 
the ability of a large down-town bank 
to provide its full quota of facilities 
to all the patrons of its multiple office 
system and at a somewhat lower cost 
to the organization than could be 
realized by an aggregation of typical 
independent unit banks. Some of this 
saving, of course, is absorbed by the 
additional supervisory and auditing 
service which is required by a multiple 
office organization, but, where the 
location of offices and the management 
of the system are in accordance with 
sound principles, a net gain results. 
Whether the customer benefits usually 
depends upon the pressure of competi- 
tion from neighborhood independents 
or other branch organizations operating 
in the same territory. As it was so 
tersely put by the authors of Multiple 
Banking :§ 

A branch may be operated at much less 
than the cost of maintenance of a complete 
6 A study compiled by the Research Division of the 


Washington Mutual Savings Bank and Dr. H. H. 
Preston of Seattle, Washington, January, 1931, p. 61. 
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banking unit. An independent corporate 
life is an expensive luxury and it is difficult 
for a bank which purports to be a complete 
bank to restrict itself to the specialized 
requirements of the community. Without 
apology, a branch may restrict itself to the 
limited number of functions really needed 
in its area. 


Specialists in trust, investment, and 
other departments at the head office 
are easily available for consultation. 
In some organizations, such officers 
make the rounds of important branches 
according to a regular schedule. Some 
of the staunchest opponents of extra- 
city branch systems concede that there 
is much to be said for the maintenance 
of additional local banking offices by a 
large urban institution. In their opin- 
ion, their chief objection to branch 
banking; v7z., the difficulty of “‘remote 
control,” loses most of its force when 
applied to so limited an area of opera- 
tion as a single city or county. 

II. The second type of branch sys- 
tem in which a fair-sized bank in some 
county seat or other local trading cen- 
ter provides banking facilities to one 
or more small places is certainly a 
great improvement over the over- 
banked situation which existed before 
the widespread collapse of our banks 
in the period prior to the Bank Holiday 
of 1933, and, in fact, still exists in many of 
our agricultural areas. The formation 
of banks was made so easy that nearly 
every village had one or more of them. 
Some were managed with most com- 
mendable skill and survived the almost 
unbroken period of economic distress 
in agriculture which followed the World 
War. The great majority, however, 
lacked the monetary and human re- 
sources needed to weather storms. In 
some states the re-creation of these vil- 
lage banks is being discouraged, and 
banks in nearby trading centers are 





being encouraged to provide such bank. 
ing service as is justified, through th, 
establishment of offices in smalle: 
places. The proximity of such a bank 
to its additional offices meets the objec. 
tion of management by remote contro}. 
However, such banks usually lack the 
advantage of mobility of funds and 
diversification of risk, even though the; 
may be adequately capitalized and pos. 
sess thoroughly competent manage- 
ment. At any rate, a generous minimum 
capital requirement, based upon the 
volume of deposits, should be made, 
and the necessity for the creation of 
each additional branch should be con- 
firmed by a non-partisan state banking 
board. If some bank is providing the 
village of Hawk’s Corners with the one 
branch station which it really can 
justify, others should keep out as a 
matter of enlightened self-interest, but 
experience has shown that something 
stronger is needed to prevent an over- 
banked condition. 

III. The third type, branch banking 
over an extended area, presents the op- 
portunity of taking advantage of size. 
Large capital resources, a more satis- 
factory investment list, ability t 
accommodate large borrowers and to se- 
cure the services of experts inevery phase 
of financial management, together with 
other advantages commonly associated 
with large-scale operation are coupled 
with an easy mobility of funds and the 
diversification of risk which operating 
over an area with wide variation in 
economic activity makes possible. A 
branch bank can be more objective !! 
its appraisal of the credit standing 
local borrowers, hence is less inclined 
to take chances with depositors’ funds. 
On the other hand, the services offerec 
by banks to their clients are of a much 
more intimate and complex sort than 
those performed by chain grocery stores 
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h bank. - filling stations. Lending money, has been carried on for a sufficient 
Ign th argely belonging to the general public, length of time to warrant drawing con- 
smaller . 4 much more difficult and delicate clusions, no comprehensive survey has 
4 |} 1 . . . 
a Dani srocess than handing out packages.; been made as to the relative quality of 
> ODjec- Bankers in Europe and Canada have _ the banking service rendered by com- 
ontr ‘emonstrated that itcan be done safely __ peting branch and unit banks. How- 
cK tl nd profitably through branch estab- ever, competition from other branch 
ds and lishments, even where they are located _— systems, as well as from the independ- 
sh they .tconsiderable distance from the main — ents, would virtually compel a given 
nd pos- fice. In the United States, branch _ branch organization to maintain high 
anag bs na large scale is still too new standards of service even if it were dis- 
nimum to warrant a final judgment as to its posed to be lax. Certain large-scale 
dies superiority over the unit system under operators, especially in the production 
ma 
_eage EXHIBIT V 
Shai Fxas or CHANGE IN Frnanciat Status oF ForMeRty INDEPENDENT Banxs Wuicu BecaME BRANCHES 
e Ccon- Net Operating 
iki Earnings Loans Deposits 
ng t (1935)* $33,960 $ 841,000 $2,750,000 
; (1937) 62,669 1,935,000 3,877,000 
\ lent (1936) 10,920 372,000 1,492,000 
(1937) 15,018 471,000 1,691,000 
t (1936) 14,729 329 , 000 I, 502,000 
ething Br (1937) 20, 340 636,000 I ,603 ,000 
ndent (1935) 38,545 997 , OOO 2,958,000 
(1937) 67,200 3,005 , 000 4,385,000 
he 1936) 4,000 115,000 859,000 
, (1937) 13,112 195,000 g68 , 000 
Sl : for the independent banks are the last year under which they operated as separate units. The earnings figures for these 
i for the calendar year 1937, and their loans and deposits are those of December 31, 1937 
litions. It is still putting its or processing of agricultural products, 
se- ise in order after a very rapid acqui- are finding that a branch is able to 
phas tion at liberal prices of numerous in- — grant much larger lines of credit than 
wi iependent banks, together with their the independent bank in the com- 
hee more or less competent officers, and munity near the enterprises in ques- 
rption of their frozen loans, tion. Such borrowers could. of course. 
_ er good ong + “a0 look to a more or less distant city bank 
ng redit and, perhaps, that of a helpfu ; :; ; 
‘ Se tiaag cgi Seavt. to arrange for their requirements, but 
Sam,” be it said that few extra- ae . 
is rhe : they find it more convenient to have 
e. ity branch banks of any importance : ar ae 
ag } mg: . adequate accommodation furnished to 
ve | ve jailed, whereas, as was pointed out 
al es nts = them at home. 
g ier, numerous independent banks WI at 
li ich tl sre the manageme a branc 
acquired would have suc- 1ere the m an igement ol A ranch 
nds mbed to the same agricultural de- System has acquired branches in a de- 
fered pr n which proved fatal to many liberate and orderly way and has been 


is of banks elsewhere. 
in Calitornia, the only state in the 
(nion where extensive branch banking 





discriminating about the independent 
banks it has purchased, it has found 
that, in most instances, it is able to 
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make larger net profits than the same 
bank made operating independently. 
The typical examples of the change in 
the financial status wrought by con- 
version into a branch given in Exhibit 
V were furnished to the writer by the 
head of a moderate-sized branch or- 
ganization in a Pacific Coast state. 
The results shown in Exhibit VI 
were obtained by branches in typical 
communities which had been without 
banks for a number of years and had 
no chance of getting banking service 
other than through a branch office. 
EXHIBIT VI 


Resutts or Brancw Banks In COMMUNITIES 
FoRMERLY WITHOUT BANKING FACcILITIES 


Net 
Operating 
Earnings Loans Deposits 
(F) (1937) $ 7,507 $296 , 000 $757,000 
(G) (1937) 7,691 331,000 485,000 
(H) (1937) 21,372 607 , 000 344,000 


An interesting sidelight, which, how- 
ever, makes no particular contribution 
to the question of the merits of either 
system of banking, is to be found in 
a recent comparative study of the 
operations of the leading branch banks 
of California’ with those of leading 
banks in Los Angeles and San Fran- 
cisco. The results of the study reveal 
that about half of the deposits of the 
branch systems are loaned to customers, 
while in the case of the independent 
group loans and discounts are but one- 
fourth of deposits. This condition is 
due largely to the fact that the branch 
banks have developed a large volume 
of business in the shape of small 
personal loans and advances for the 
purchase of automobiles and other 
consumer goods. Naturally, these types 
of business bring in a much greater re- 
turn than funds which have to seek 


7 American Banker, March 15, 1938, pp. 3 and 8. 





employment in government bonds and 
other high-grade investments, but this 
advantage is offset somewhat by the 
fact that the branch banks also cate; 
much more to savings accounts thay 
do the independents, and thus incy; 
expense in the way of interest. Ther 
is nothing to hinder a large independen: 
bank from entering the field of smal! 
loans and installment financing or fron 
building up a larger volume of savings 
accounts, but the large metropolitan 
unit banks, on the whole, have found 
it more to their liking to cater largel; 
to the more conventional financial 
needs of a rather limited and well-to- 
do clientele. 


Conclusion 

The United States is the only modern 
nation of consequence in which branch 
banking is not the dominant system. 
The appalling record of failures among 
small independent banks during 
last twenty years, coupled with th 
growth of the chain idea in many other 
lines of business, has given a decided 
impetus to the spread of multiple offtc 
banking. The current concern for th 
“underdog” and the “‘forgotten man’ 
has prompted some renewed interest 
in the fate of the small banker, and 
has checked, for the time being, th 
extension of branch bank offices beyon¢ 
state lines; but has not seriously inter- 
fered with its legalization within addi- 
tional states. It is not at all likely that 
any of the states which permit t! 
form of bank organization will reve! 
their action, while there is every like! 
hood that some of those which 
prohibit or seriously limit it will relax 
their laws. 

As for Congressional approval 
region-wide or nation-wide systems 0! 
branch banks, it is well that we procees 
cautiously. Intra-state banking is st 
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has developed so rapidly 

are many difficult problems 

i. We cannot duplicate the far- 
tems of Canada and the sev- 
pean nations, because of our 


liferent situation. If and when 


branch systems have demon- 
beyond question their ability 
rm the functions of banking 
perior safety and efficiency, 
gradual extension into trade 
ler proper safeguards may well 
mplated. For the present, the 


lesideratum is the relaxation of 


of states which forbid their 
operate a single additional 
gardless of the evident need 


h accommodations. 


The best way to stimulate a change 
in this situation will be for Congress to 
grant the privilege to the national 
banks, to be exercisable regardless of 
whether or not the state laws sanction 
the operation of branch offices. The 
competitive handicap which this would 
impose upon the state banks in such 
states would soon force a liberalization 
of the state banking laws. Sentimen- 
tality and vested interest should not 
be permitted to stand in the way of 
better banking service. There is a place 
for both strong branch banks and 
strong independent units in our eco- 
nomic structure, and there appears to 
be no reason why the two should not 
continue to flourish, side by side. 











SOCIAL BEHAVIOR IN INDUSTRY 








BY F. J. ROETHLISBERGER 


ANY practical problems of in- 
dustry involve phenomena in 
which interaction between 

persons is an important factor. Facts 
of social behavior are likely to be con- 
sidered simple and obvious, and some- 
times even trivial. Regardless of how 
simple or trivial such facts may appear 
to us under the influence of our senti- 
ments, however, their importance lies 
in what we can do with them and not in 
how we feel about them. Moreover, 
there is a tendency to ignore and forget 
the simple and obvious when it is most 
important to remember it. 

Facts of social behavior are obtained 
from the study of concrete cases. In an 
industrial concern they come from 
first-hand observation of people at 
work. For the untrained person, such 
observations are difficult because inter- 
actions between persons, more often 
than not, are expressed in terms of 
norms which the observer takes for 
granted. Only v.riations from these 
norms attract his attention; the norms 
themselves remain unnoticed. How- 
ever, instead of trying to acquaint the 
reader in a systematic manner with this 
class of phenomena involving interac- 
tion between persons, it may be more 
simple if we first lok at these phe- 
nomena directly. With this in mind, 
therefore, lect us plan a tour of observa- 
tion through industry. Because of our 
limited time, this tour must necessarily 
be restricted to a few spots, but it will 
be well to remember that these spots 
have not been selected because there 
is anything particularly dramatic to 
be seen there. We shall not be looking 
for “dirt” in either the literal or the 
figurative sense. Rather, these spots 











have been chosen because it is hoped 
they will evoke in the reader a feeling 
of familiarity. They will have a homely 
quality about them. . 


The Observer's Background and Vie. 
point 


On this tour we shall be accompanied 
by a disinterested observer of social 
behavior who will keep us in touch with 
the kinds of things he is observing, as 
well as the questions and exclamations 
that accompany his reactions to those 
things he sees and hears. Inasmuch as 
this observer will be looking at his data 
from a certain point of view and wit 
a certain background of experience, it 
may be well first to state what these 
are. First, he is unacquainted with th 
particular social behavior that he wil! 
be describing to us. Instead of handi- 
capping him, this will enable him to see 
with fresh eyes those things which 
eyes have grown so accustomed to see- 
ing that, in a sense, we no longer see 
them. We take them for granted. 

Secondly, he has studied in a serious 
and careful manner, and from a func- 
tional viewpoint, the social organiza- 
tion of some culture groups, different, 
course, from our own. “From a func- 
tional viewpoint” means that he | 
studied the social institutions of people 
as something intrinsically related 
and not as something apart from, th 
people who participate in these instit 
tions. He has been interested in th 
“meaning” or “function” which t 
institutionalized or customary Ways | 
behavior have for them. He has 0d- 
served the social interactions of peop! 
in their everyday life, when at work 
and at play, within and without ' 
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big public ceremonial occa- 
t times of peace and at times of 
He has been interested in the 


myths, and beliefs which are 


hoped -<ociated with their activities. For 
feeling xample, at any ceremonial occasion, 
ome has been trained to observe the 


who participate, whether men 

men, young or old; the manner 
h each of these groups partici- 

ind the objects, myths, and 
anied beliefs which are associated with the 
socia particular occasion. From this sort of 
h wit ‘ata, obtained by observation and in- 
ng, as terviewing, he has sought for the senti- 
atior ments and attitudes which regulate the 
thos behavior of people toward one another.! 
ich (hirdly, the observer has found it 
s dat ful in his work to take a certain 
| wit point of view toward the “words” and 
ce, it “symbols”? used by his informants. He 
| rned from experience the mis- 

tanding that may arise from 

ev fusing or identifying verbal with 
and non-verbal phenomena, and the need 
ping these two levels of behavior 

h our rly differentiated. The tendency to 
vords with the things they 

nt he has found one of the most 

and persistent errors against 

guard himself. In his work, 

func- therefore, he is constantly looking for 
rents of the symbols used by his 

ts, that is, for what these 

stand in the actual social life 

people he is studying. According 

bserver’s viewpoint, “what a 

what a word 
’ in experience is not itself a 


lherefore, in his opinion it would 


ee 


tands for” or 


logy and anthropology today a con- 
exists between the ‘“‘historical” and 
|” approach. With this controversy 
not concerned. It is his belief that any 
ther “‘true”’ nor “‘false”’ but only more 
ent or useful for certain purposes. 
utility for certain purposes cannot be 
ri. Its utility can only be decided after 
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not help him very much to go to a 
dictionary for the “‘ meaning” of a word 
used by his informants. What a dic- 
tionary does is to substitute one set of 
symbols for another set of symbols. The 
observer, however, is interested in the 
objects and events, and particularly 
those events involving human inter- 
action, to which these words refer. For 
him the referents of symbols are to be 
found in the world of experience and 
not in a dictionary. 

In terms of our culture, then, our 
observer will be socially dumb but in- 
telligent. He will be socially dumb in 
the sense that he does not know enough 
to take his hat off to a woman acquaint- 
ance when passing her in the street, but 
intelligent in the sense that he will be 
observant enough to note such behavior 
on the part of men toward women in 
the group which he is studying. 


The Observer Meets an ‘ Economist” 
and Some Business Leaders 


Thus our observer comes to these 
shores, having read books on the indus- 
trial civilization he has come to ob- 
serve, but having had no first-hand 
acquaintance with it. As he sails into 
New York harbor and views with in- 
terest the skyline of lower Manhattan, 
a group of reporters are interviewing 
him about his plans. “It is my under- 
standing,” he says, “‘that there are a 
group of people in this society, called 
‘economists,’ who have charted out the 
way business men behave, or at least 
should behave for their own interests, 
and it is to one of these ‘economists’ 


the method has been used. “‘The eye of the artist or 
poet looking at the human body is different from the 
eye of the physician looking for pathological symp- 
toms. Neither one has the ‘true’ nor the ‘false’ view of 
the body. The physician, however, is the better person 
when therapy rather than decoration is demanded.” 
Thurman W. Arnold, The Symbols of Government. 
New Haven: Yale University Press, 1935, p. 30. 
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that I should like to talk first before I 
interview business men, their represen- 
tatives, and employees.” Accordingly, a 
tour is arranged for the observer which 
includes meeting an economist and 
then some business leaders. Afterwards 
he will visit a large industrial plant 
where he will have an opportunity to 
talk to the general manager, as well 
as to his staff of specialists, junior 
supervisors, and workers. 

According to schedule, we find him 
first talking to an economist who is a 
member of one of the leading univer- 
sities in the community. They are 
discussing the question of labor supply 
and its relation to wage differentials. 
The economist is speaking. ‘‘ There is 
a tendency,” he says, “for industries 
using considerable unskilled help to 
move from communities where labor is 
high to those communities where they 
can get their labor more cheaply, 
thereby reducing their labor cost and 
increasing their profit.’’ The economist 
mentions certain business men who, 
because they have failed to take heed 
of this principle, have gone out of 
business. Although the economist does 
not say so explicitly, there is an impli- 
cation throughout the discussion that 
when business men do not behave in 
accordance with their best interests 
it is largely because they do not know 
what their best interests are and have 
failed to go to the universities to 
find out. ‘Business men,”’ continues 
the economist, “are not sufficiently 
versed in simple economic principles.”’ 
Throughout the conversation there 
recur such phrases as “‘all things being 
equal,” “tin the main,” “‘in general,” 
2From these particular statements of a particular 
economist the reader should draw no conclusions 
about the thinking of all economists in general. The 
observer is aware that this particular economist may 
not be representative of his class. Whether he is or 


is not ‘5 irrelevant to the observer’s immediate pur- 
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which the observer notices and writes 
down in his field notes after the inter. 
view. That a question is beginning ; 
be formulated in his mind can 
detected by some of the remarks h- 
puts down in his notebook, such 
as: “Test economist’s hypotheses”. 
“What are the referents for such ex. 
pressions as ‘in the main,’ ‘in general,’ 
‘all things being equal’”’; “What fune- 
tion do they fulfill for the economist 
who uses them ?’’? 

Armed with hypotheses which he can 
test, the observer goes into the com- 
munity. He begins to listen to and 
observe the behavior of Business Leader 
1, Business Leader 2, Business Leader 
3, etc., engaged in both large and sma! 
enterprises. He finds that althoug 
some business men in some events 
behave the way the economist said 
they behave, or should behave, thes: 
same men on other occasions do not 
Some business men act in terms of : 
strict economic logic on more occasio! 
than do others. And, moreover, | 
finds that of the business men who 
most occasions behave with regard t 
economic ‘“‘principles,” some are su 
cessful and some are not. And the sam 
thing holds for business men who d 
not behave strictly according to e 
nomic “principles,” for some of these 
are successful and some are not. 5 
the observer writes down in his n 
book: “Things do not seem to be * 
equal,’ ‘in the main,’ or ‘in gene! 
Economist may have missed important 
variable. Better investigate further.” 

Our observer begins to investiga! 
these four groups of business me! 
(1) those who act more often 
poses. The economist’s statements have prov 
with a “lead” for observing the concrete be 
business leaders. 


3 Because some economic theories have little \ 
enabling one to predict any concrete event, anywne" 


ir 


and at any time, the reader should not draw 
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economic “principles”; (2) 


1 Wr 
e j . . . act less often with regard to 
ning “principles”; and within 
can these groups (3) those who are 
irks red to be successful; (4) those 
‘ not. He interviews industrial- 
hese ts from each of these groups, and 
ich ex- »radually a uniformity seems to emerge. 
eneral,’ ntatively he states it something like 
it func. this: “It looks as if some business 
nomist lers who do not behave on some 


nt occasions strictly according 

he car ‘o economic ‘principles’ are members 
ommunity in which their fac- 
cated. In their interviews they 
ade such sentiments as ‘feelings of 
Leader ' social obligation and responsibility to 
ism the community in which they are liv- 
houg ng.’ On some occasions these senti- 
n influence their decisions. Some 
t sa f those who are successful have little 
labor trouble. On the other hand, 
business leaders who act more 
$ of ten in accordance with economic 
asior principles’ seem to be living in com- 
T, inities quite geographically separate 
here their factories are located. 

interviews they talk about 

profits, and similar things 

hich the economist had also 





) eCO- ision about the utility of such theories 
thought. In physics, Newton’s theory 
ffers a good example. From this theory 

been able to deduce what the tide will be 

t any time. However, most physicists 

e limitations of this theory. They do 
to do something for which it is not 
r an interesting discussion of this ques- 
The Mind and Society, vol. III, 

cf. Frank Knight’s statement: “It 
mics] can tell us little in the con- 

ef function is negative—to offset as 
he stupid theorizing of the man in the 
e Limitations of Scientific Method in 
The Trend of Economics, edited by 
New York: Alfred A. Knopf, 1924, 


lization is to be viewed as a very first 
roximation which will require modifica- 
erver collects more facts. Its importance 

lies in directing his attention roughly 





expounded at great length. Some of 
these industrialists seem to have con- 
siderable labor trouble.’’4 


The Observer Enters a Factory and Meets 
a General Manager 


We next find the observer in the office 
of the general manager of a large indus- 
trial enterprise. The latter is poring over 
something which is to be a never-ending 
source of astonishment and mystery to 
the observer—an “organization chart.” 
The general manager’s desk, which the 
observer had noticed when he entered 
the room was free of all objects except a 
telephone and a calendar pad, is now 
littered with blue charts which show 
the formal relations each person in the 
company is supposed to have to those 
people who work for him as well as to 
those people for whom he works. He is 
being initiated by the general manager 
into such mysteries as “staff and line,”’ 
“‘centralization and decentralization of 
functions,” “‘centralization and decen- 
tralization of authority,” “straight-line 
production,” “‘functional as opposed to 
product-shop organization.” 

Although our observer’s mind is in a 
whirl-over all these new terms, he is 


to the area where the missing variables may be found 
in order to describe the concrete behavior of business 
men. 

Moreover, in this generalization nothing is being sug- 
gested or implied about the utility to society of the be- 
havior of either kind of business man mentioned above. 
Because an economic belief or doctrine does not coin- 
cide with experimental fact has nothing to say about its 
social utility. According to the observer, the social 
utility of any doctrine or fiction is a matter for fur- 
ther investigation. But with the interesting but diffi- 
cult question about the social utility of certain 
economic doctrines, the observer is not now con- 
cerned. He is only interested in the discovery that 
the abstractions of the economist are telling him 
“little in the concrete.”” Inasmuch as his object is 
to study cases of human behavior, he can now go 
ahead with his observations, without the haunting 
fear that his job of describing such behavior has 


already been done. 
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still capable of making two simple 
observations: (1) The people at the top 
of the organization, including the per- 
son to whom he is talking, appear to be 
separated by many steps from the 
people at the bottom of the organiza- 
tion. (2) Although every place on the 
organization chart has a label attached 
to it, the labels at the top and middle 
of the chart refer to single persons, 
whereas the labels at the bottom, such 
as “‘workers,” “‘clerks,” etc., refer to 
groups of persons. These observations 
raise three questions in the observer’s 
mind, so he asks the general manager: 
(1) Do the people at the bottom of the 
organization have any difficulty in un- 
derstanding the economic and logical 
objectives of the people at the top? 
(2) Do the people at the top have 
difficulty in understanding the way the 
people at the bottom feel ? (3) Although 
this chart shows how management is 
how are all the people 
labeled “‘workers” (who, he under- 
stands, constitute two-thirds of the 
population) organized? 

The last question seems to touch off 
something in the general manager’s 
preoccupations, for he answers the 
last question first. He explains to the 
observer, with a note of pride in his 
voice, that his workers are “unorgan- 
ized.”’ “Unorganized!” repeats the ob- 
server, with a touch of astonishment in 
his voice, “But how is that possible? 
Don’t they have any social relations 
with their fellow workers and super- 
“T said ‘unorganized,’ not 
‘disorganized,’”’ says the general man- 
‘I heard you the first time,” 


organized, 


visors ?”” 


ager. 


®It is not the observer’s opinion that any general 
manager would confuse his organization chart (a 
map) with his organization (the territory, i.e., refer- 
ent). But, after having talked with the economist, 
he is wondering if there may not be a more general 
confusion between the way an organization is log- 
ically and technically represented to be (a map, i.e., 
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writes the observer in his notebook. H. 
does not pursue the subject, for } 
remembers the precept of his forme. 
teachers, “‘ Never dispute about words. 
and he instinctively realizes from the 
tone of the general manager’s voice 
that although they are using the same 
words they are not referring to the 
same things.® 

questions. The general manager talks 
about his staff of technical experts. He 
has statisticians and accountants, wh 
provide him with certain “contro 
figures” through which he keeps his 
fingers on the pulse of things. He has 
specialists who help to “standardize” 
and make more “efficient” his plant 
operations and practices. There are 
people on his staff whose job it is t 
see that his workers get paid wages that 
are at least as much as, if not higher 
than, the wages being paid in the com- 
munity for comparable work. There are 
specialists who see to it that the men 
are being selected and trained for those 
jobs which are best suited to their 
native endowment and capacity. More- 
over, the supervisory staff is trained t 
keep him informed of the problems that 
occur on the line. ‘But sometimes,” 
the general manager confesses, “| fee! 
singularly out of touch with the situa- 
tion in spite of all these important bits 
of paper that pass over my desk and in 
spite of the many conferences | ha\ 
with my staff of specialists, and s 
occasionally I take a walk through the 
shops.”” He complains that the workers 
do not understand many of the policie 


and practices of the company, and 
symbol system) and the way it is actually organ’ 
(the territory, i.e., referent), and he is interested | 
find out what individuals or groups of individuals 

more likely to manifest this confusion. He will 
have this question in mind, therefore, when 
viewing other representatives and employees 
company. 
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; their failure to appreciate 

he economic and technical pur- 
the company. He thinks that 
the workers could be kept more 
rmed about the policies of the 
the major source of labor 

ntent would be eliminated. The 


to some of his specialists.® 


Observer Interviews Some Technical 
Specialists 


ing the next few days our ob- 


rver spends most of his time talking 


rent technical experts, some of 

n report directly to the general 
ger and some of whom report to 
neral manager’s subordinates 

e line, his superintendents and 
oremen. These experts include 
ngineers, maintenance engineers, 
engineers, motion economy engi- 
duction engineers, inspectors, 

re incentive system experts, cost 
tants, and industrial relations 

ple of one kind and another. The 
rver notes that certain titles which 
een in books, such as “efficiency 


ngineer,” ‘“‘time study engineer,” 


tter,”’ are missing and he won- 
functions are being performed 
the new titles that are the same, 
ferent, from those performed 
the old labels. 
ild take too long to tell about 
nversations which our observer 
h these different people and the 
y charts and diagrams they use to 
ribe and explain their work. He 
es a number of observations, which 
ts down in his notebook: 


1) Each specialist has a set of logically 


terrelated activities or functions to fulfill. 


g to the general manager, the observer is 
many successful executives and ad- 
peech and action do not necessarily 

e are some administrators who hold no 
ries about administration and yet are 


(2) Each specialist tends to see the total 
organization from the point of view of his 
own specialty. 

(3) The function of coordinating the 
functions of these different specialists is 
not explicitly the function of any one of 
these specialists but of a line executive. 

(4) Most of the specialists are experi- 
mentally minded and technically trained 
and talk a great deal about “efficiency.” 

(5) The word “efficiency” is used in at 
least five different ways, two of which are 
rather vague and not clearly differentiated: 
(a) Sometimes, when talking about a 
machine, it is used in its technical sense, 
as the relation between input and output; 
(b) sometimes, when talking about a 
manufacturing process or operation, it is 
used to refer to relative unit cost; (c) some- 
times, when talking about a worker, it 
is used to refer to a worker’s production or 
output in relation to a certain standard of 
performance; (d) sometimes, its referent 
becomes more vague, and it is used as 
practically synonomous with “logical co- 
ordination of functions”; (e) sometimes, 
it is used in the sense of “morale” or 
“social integration.” 

(6) Some of the activities of these 
specialists tend to make for originality 
and change in the organization, par- 
ticularly at the bottom. 

(7) Many of the plans and systems which 
these specialists devise are intended to help 
the workers; for example, the wage incen- 
tive system is designed to assist the worker 
in earning a wage proportional to his effort. 

(8) Some of these plans are based on the 
assumption that the worker is primarily 
motivated by his economic interest. 

(9) Most of the specialists come from a 
stratum of the community different from 
that of the workers and lower ranking 
supervisors. On the whole, they have more 
education and training than the workers 
and lower ranking supervisors. Many of 
them have a better logical training than 


very successful. There are some successful adminis- 
trators whose theories of administration do not 
coincide with their behavior. There are some unsuc- 
cessful administrators who cannot apply what they 
theoretically know to be sound. 
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they have training or experience in dealing 
with people; the opposite is more likely to 
be true of the lower ranking supervisors. 

(10) Some of the specialists tend to move 
into the management or executive group 
as they become older and more experienced. 

(11) Some of the specialists have more 
prestige and authority to initiate action 
than others. 

(12) Some of the staff specialists have 
administrative as well as advisory func- 
tions. At times, they originate action di- 
rectly on the line, not only in devising new 
systems but by seeing that they are car- 
ried through. 

(13) Each staff specialist has relations 
not only with his immediate superiors and 
subordinates, as shown on the blueprint 
chart, but also with other staff specialists, 
supervisors, and workers. 

(14) Among these specialists there exist 
certain behavior which define 
their relations to one another and to other 
groups in the organization. Although their 
behavior toward the problems they are 
solving is logico-experimental, their rela- 
tions to one another are, for the most part, 
socially determined.’ 


codes of 


So much for his observations. Let us 
now look at some of the questions he 


puts down in his notebook: 

(1) Does friction arise between these 
different specialists, and, if so, who handles 
these frictions and how? 

(2) What may be the feeling on the part 
of those groups in the organization, par- 
ticularly the foremen and the workers, 
who have to accommodate themselves to 
the changes these specialists initiate? 

(3) Do the workers see these systems 
designed to further their economic interests 
as the creators of these systems see them, 
7 While reading these observations, the reader should 
remember that the observer is looking at an establish- 
ment employing a large number of people where 
“principles” of scientific management have been 

plied. Some of these observations may not apply 

smaller and less highly “rationalized” concerns. 
’'The observer is interested in the concrete. The 


answers to these questions, therefore, would not 
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that is, as logical schemes which the 
workers can use for their own advantage? 

(4) Do many workers or lower ranking 
supervisors move up through the organiza. 
tion by means of staff jobs? Or has this 
path of mobility been effectively blocked 
for the workers? 

(5) Have the actually existing patterns 
of interaction among these specialists and 
between them and other groups in the 
organization ever been studied? 


(6) What might be the effect on 


experimentally minded people were moved 
to the top and were put in charge of its 
economic destiny ?§ 


The Observer Looks at Working € 
ditions 


Our observer spends the next fey 
days visiting the various shops and 
offices. He realizes that he has beer 
listening to a great deal. He has lis- 
tened to what people wanted to tell him, 
to what they did not want to 
him, and to what they could not t 
him. Things they could not tell him 
were those assumptions which underla) 
everything they said but were 
themselves expressed. From members 
of management and from their staff 
specialists he has heard how they and 
other people are supposed to behave. It 
has been written indelibly in his mem- 
ory and his notebook that this behav 
has something to do with “efficiency,” 
but now he feels that the time has c 
to observe a little social behavior a1 
interaction “in the raw.” In his 
vious studies he had found it a g 
practice to differentiate clearly the wa 
people say they behave, or explain th 
necessarily be the same for all industrial est b 
ments, large and small, at any time and at any | 
According to the observer, they are an interest g 
of questions for any large-scale concern to ask its¢i! 
Any generalizations about modern industry in 
of these questions can come only from a number 
studies of concrete cases. 





from the way they actually 
behave. 

he observer had found it enlighten- 
aniza- oc in his other studies to look for “‘con- 
this -oxts of situation,” that is, to look for 
ocked -he objects and symbols that are asso- 
ed with certain kinds of human 
tterns behavior and interaction. Only in this 
oe vay had he been able to learn what 
1 the ‘tain objects and symbols meant to 
people who used them. Instead of 
ning only to what people said about 
ioved rtain objects and symbols, he had 
trained to note in what events 
volving human interaction they oc- 
irred. How did people use them ? How 
Con- lid they behave toward them? In such 
ntexts he was better able to see what 

Tew they meant. 
and om this point of view the observer 
Dee! begins to look at various objects in 
try which are associated with the 


S~- f C7 
su 


havior of people. He looks first at 

t se objects on which the people are 

tel supposed to do their work, and he notes 

him | that for certain groups of people in the 

. ta : “ec ? 
nization they are called ‘‘ benches 

n id for other groups they are called 

ders “desks.”’ He looks more carefully at the 

taf ects called ‘“‘desks”’ and sees that 

d there are two different kinds: “single 

. It pedestal” desks and “‘ double pedestal” 

em- iesks. He notes that when there is 

teraction between the occupant of a 

> pedestal desk and the occupant 

n ible pedestal desk, the occupant 

ind ' the single pedestal desk is the one 

re- walks most often to the occupant 

louble pedestal desk. Although 

a me people who sit at double pedestal 

ell s rationalize the size of aperson’s 

ur observer, it may be well here to 

against a possible misunderstanding. In 

r objects which tend to differentiate groups 

ther, he is no carping critic. He is not 

ral judgment, and he is not saying 

it whether there is “fair” or “unfair” 

n between groups. These are sentiments 


Social Behavior in Industry 


431 


desk in terms of need and efficient use, 
there seems to be, in fact, an almost 
inverse correlation between the size of 
a person’s desk and the technical need 
for that size. The less technical need 
for a large desk a person has, the bigger 
it seems to become. The observer notes 
a simple uniformity: The size of a 
person’s desk is also related to the 
position or status he holds in the organ- 
ization. “The bigger the ‘shot,’ the 
bigger the desk” is the way the ob- 
server expresses this in his notebook. 

Our observer investigates the signifi- 
cance of many objects in this way. For 
example, he notes that there are certain 
people who use cloth towels, certain 
people who use paper towels, and cer- 
tain people who are not provided with 
any towels at all. Pencils, tools, fix- 
tures, pictures, water bottles, smoke, 
fumes, noise, dirt, rest periods, hourly 
rates, methods of payment, hours of 
work, and many other things, all called 
“plant conditions,” are examined in 
this manner. Gradually the observer 
becomes acquainted with those objects 
which, because of their association in 
certain events involving human inter- 
actions, have or have not become sym- 
bols of status in the organization.*® 

In making these observations, the 
observer raises this question: There 
are, of course, certain people in an in- 
dustrial organization, the general man- 
ager for instance, who are so uniquely 
differentiated from everyone else that 
were they deprived of one little symbol 
of their status, such as a double pedes- 
tal desk, their feeling of personal in- 
tegrity would not be greatly violated. 
which members of the organization may express on 
occasions, but the observer sees to it that his own 
sentiments are not acted upon. He is merely observ- 
ing facts of social organization. Let us remember that 
he has probably never heard anything about the 


‘classless society,” and that if he has heard about it 
he has, no doubt, labeled it a myth or fiction. 
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But, how true is this of other persons 
and groups whose social places in the 
organization are not so secure? Our 
observer has this question in mind as he 
goes on to observe and interview the 
foremen and the workers. 


The Observer Looks at a Shop Depart- 
ment and Interviews Some Workers 
While walking through the shops, 
our observer has a number of interest- 
ing experiences. One experience in par- 
ticular impresses him. One day he 
enters a shop department unobserved. 
There is a buzz of conversation, and 
the men seem to be working at great 
speed. Suddenly there is a sharp hissing 
sound. The conversation dies away, and 
there is a noticeable slowing up in the 
work pace. Later he discovers from a 
man in this shop whom he interviews 
that he had been mistaken for a rate 
setter. One of the workers, who acted 
as a lookout, had stepped on a valve 
releasing compressed air, which was a 
prearranged signal among the men for 
slowing down. 

From this and similar experiences, 
the observer becomes aware of the 
protective attitudes which surround a 
shop department. Any person unknown 
to the workers who expresses more than 
a casual interest in their work or affairs 
is likely to be regarded with suspicion 
unless he takes pains to state clearly 
to them just what he is doing and why. 
Even then, they may not believe him 
and may alter their work habits and 
behavior in defense. These attitudes 
of suspicion, the observer notes, have 
a parallel in the suspicion of the 
stranger manifested by many closely 
knit societies. 

Attitudes of resistance to change, 
particularly to any change which might 
possibly affect their routine relations 
to one another, are so strong among 


certain employee groups that some. 





times they are manifested in rather 
peculiar ways. In certain piecework 
groups, for example, the observer find: 
that social pressure by the employees 
themselves is directed against the fast 
worker. Workers who produce more 


than what the group considers a {aj; 


i 


day’s work are looked upon with dis. 


favor by their fellow workers. They 


al 


v 


subjected to sarcasm and ridicule and 
are called names, such as “speed king,” 
“slave,” and “‘rate buster.” Inasmuch 
as the observer understands that under 


the group piecework system the more 


each worker produces, the more 


earns, this behavior impresses him a 
being quite extraordinary. The expert 
on wage incentive systems had pointed 
out to him that this system had been 


designed for the workers’ econ 


advantage. If this is so, the worke: 
must be acting contrary to their ow: 


pecuniary interests. The observer 
cides to investigate further, and 
interviews some of the workers wi 
manifest this behavior. 


The observer is impressed with tl 


lack of comprehension some of 


workers have of the way in which thei: 


earnings are computed. One work 
tells him, for example, that his hours 
work have been reduced by forty-t 
minutes per day. His supervisor t 


the men in his group that if they turnec 
out as much work in the shorter tim 
as they had before, their earnings would 


not be affected. He and his fell 
workers agreed to try, and they 
greatly surprised to find that t! 
earnings did remain the same. 
Other workers are more articul 
They explain to him that the re¢ 
they behave the way they do are: (1 


C/ 


prevent their piece rates from Del! 


“cut”; (2) to prevent their rates 
performance from being “raised 








i 
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some- eeded up”; and (3) to protect their 
rather w workers who may work more 
€work from being bawled out or dis- 


r find; harged by the foreman.” 

observer is interested in these 
reasons, particularly from this point 
more ‘ view: How effective is the practice 
bs fair f restriction of output in achieving the 
h dis. ends the employees seek and in con- 
ling some of those things they fear 
€ and may happen? Here is the curious situa- 
cing,” tion he finds. Changes in piece rates, in 
irs of work, and in number of people 
employed are often related to factors 
ae mpletely outside of the control of the 
worker, and sometimes even of man- 
uD as agement. Changes in piece rates occur 
Xpert most frequently where there is a change 
ee manufacturing process, and changes 
been n manufacturing process are made by 


€? 
+ 


luce unit cost wherever the saving 

justify the change. In some in- 

( ce- © stances, changes occur irrespective of 

oa 6 lirect labor cost. Moreover, where 

is a substantial element, restric- 

' output tends to increase unit 

nd instead of warding off a 

nge in the piece rate may actually 
luce one. 

Our observer concludes that the be- 

ich these workers entertain in 

) this practice, that they can 

| the actions of management by 

ing in a certain way, is very 

a milar to the belief of certain primitive 

ould peoples that they can control a flood by 

periorming certain rituals. It is his 

that the workers’ beliefs, and 

tions with which they are asso- 

, are in a relation of mutual 

pendence with certain very power- 

> Stanley B. Mathewson, Restriction of Output 

rganizd Workers. New York: The Viking 

ws bat i I93I. 

ent implies nothing about the workers’ 

( “irrational” or “non-logical” than any 

p in industry. By acting in accordance with 
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ful sentiments, and that these senti- 
ments are related to the workers’ 
position in the social organization of 
the company.!! 

In this connection, one interview in- 
terests the observer particularly. The 
employee is complaining about his 
wages. As the observer listens to this 
man express his grievance, he gradually 
begins to understand what the locus 
of the complaint is. The employee is 
complaining because a certain worker 
in his department is earning more 
money than he is, and he does not see 
why this should be so. His supervisor 
has told him that this other fellow’s 
job has a higher base rate than his job 
has. But still he does not see why there 
should be a difference. From the point 
of view of his own feelings and senti- 
ments, as well as those of many of his 
fellow workers, the job he is doing is 
considered more “‘important”’ and de- 
mands as much, if not more, skill and 
experience than the other job. The 
worker is indignant over the “injus- 
tice” of the matter. He feels he is being 
treated “unfairly.” 

Our observer decides to interview the 
specialist who has charge of grading 
the different jobs in terms of the skill 
and responsibility required. ‘This expert 
tells him how all the jobs in the factory 
have been carefully analyzed in terms 
of certain ‘‘objective” criteria and how 
in terms of these criteria they have 
been arranged in an ascending scale of 
labor grades. The lowest grade covers 
the simplest types of operations; the 
highest grade covers the operations 
involving the greatest amount of skill 
or responsibility; all other operations 
the codes of behavior considered appropriate to their 
group, they are being “‘social” and are not acting any 
differently from any well-integrated members of a 
closely knit group. Sometimes the codes of certain 


employee groups are at variance with the technical 
and economic objectives of the company as a whole. 
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are placed in intermediate grades ac- 
cording to the skill or responsibility 
involved. Ranges of pay are established 
for these labor grades. 

‘“*But what do you do if the evalua- 
tions of ‘job difficulty’ you arrive at by 
‘objective’ investigation do not agree 
with the evaluations the workers them- 
selves make of these jobs?” asks our 
observer. The expert answers that he is 
not concerned with these “‘subjective” 
evaluations. The observer begins to 
wonder how often systems and plans 
for promoting efficiency in the organ- 
ization fail to take into account the 
sentiments and feelings of the people 
who work under them. If this is a gen- 
eral practice, here is a clue to the real 
reasons for the workers’ attitude of 
resistance to change which he has 
noted. 


Conclusions 


The tour is now over. Our observer 
has talked to an “economist” and he 
has spent many days in a large indus- 
trial plant observing and interviewing 
people at work, from those at the top 
of the organization to those at the very 
bottom. He has pointed out certain 
facts of social organization that he has 
noticed. Let us now see if we can restate 
some of the things he has called to our 
attention. 

(1) An industrial organization is 
composed of a number of people with 
characteristics and relationships which 
vary from person to person. Many dif- 
ferent persons—bosses, technical spe- 
cialists, supervisors, factory workers, 
elevator operators, and scrubwomen 
—are interacting daily with one an- 
other, and from their associations 
certain relationships are formed among 
them. Some of these relationships fall 
into routine patterns, such as the re- 
lationship between superior and sub- 
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ordinate, or between office workers and 
shop workers. These routine pattern; 
of relationship and behavior, togethe; 
constitute the social organization of ay 
industrial enterprise. Both the kind 
behavior that is expected of a person 
and the kind of behavior he can expec 
from others are prescribed by these 
patterns. Most members of an indys- 
trial organization accept them as obyi- 
ous and act as they dictate. 

(2) From this point of view, the 
behavior of no one person in an indus- 
trial organization, from the very to; 
to the very bottom, can be regarded as 
motivated by strictly economic 
logical considerations. Routine pat- 
terns of interaction involve strong 
sentiments. Each group in the organi- 
zation manifests its own 
sentiments. It is likely that much 
the behavior of many staff specialists, 
which goes under the name of “eff- 
ciency,” is as much the manifestation 
of a very strong sentiment—the senti- 
ment or desire to originate new com- 
binations—as it is of anything strictly 
logical. 

(3) The meanings which any person 
in an industrial organization assigns t 
the events and objects in his environ- 
ment are often determined by the 
patterns of interaction in which the 
events and objects occur. The signifi- 
cance to an employee of a double 
pedestal desk, of a particular kind 
pencil, or of a handset telephone | 
determined by the social setting 
which these objects appear. If peop! 
with double pedestal desks originat 
action on people with single pedests 
desks, then double pedestal desks be- 
come symbols of status or prestige 1! 
the organization. As patterns of | 
havior become crystallized, every 


+ 


ject in the environment tends to tax¢ 


powerfu 





ers and 
atterns 
Ogether 





‘he 
i =‘ 


a fixed social significance. It becomes 
to tell a person’s social place in 
rganization by the objects which 
e wears and carries and which sur- 
ound him. In these terms it can be 


. how the introduction of a technical 


SC@Cil iis 


nge may also involve for an indi- 


Lilasie 


vidual or group of individuals the loss 


ertain prestige symbols and, as a 


+ 
A LL 


result, have a demoralizing effect. 


4) It is neither convenient nor ad- 


visable to consider the behavior of any 


e group in an industrial organization 


as something apart from the relations 


Wisit 


the organization. Behavior at the 
level, for example, cannot be 
nsidered as something apart from 
and unrelated to the behavior of top 
management, the behavior of staff 
specialists, or the behavior of super- 
visors. Manifestations of resistance to 
hange at the work level offer a good 
example, for they are closely related 
the social position of the workers, 
who are at the bottom level of a highly 
tratified organization. In terms of in- 
eraction, the workers are in a position 
f having action originated upon them 
more often than upon any other group. 
(hey are constantly having to accom- 
modate themselves to changes which 
they do not initiate. Their position is 
metimes comparable to the position 
{ business men today in relation to the 
present political administration. They 
also want a “‘breathing spell.” 
_ (5) Although the workers may not 
be “organized” in the sense of belong- 


which this group has with other groups 
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ing to a union, they are organized in 
the sense that they participate in those 
patterns of interrelations which go to 
make up the social organization of the 
company. Indeed, the employees of an 
industrial concern are far from being 
the undifferentiated group the organi- 
zation chart suggests. They are related 
to one another by the technological 
processes they serve, and each occupa- 
tional group has its own way of living, 
its own codes of behavior, its own 
powerful sentiments, and its own rank 
in the social scale. At times these 
groups may be very important factors 
in the total social organization, espe- 
cially if they are ignored or if the func- 
tion they fulfill for their members is not 
sufficiently appreciated. 

(6) If communication and collabora- 
tion between groups in industry are to 
be effective, it is as important, if not 
more important, for top management 
to understand and appreciate the be- 
havior of the people at the bottom 
level as it is for the bottom group to 
understand the logical and economic 
objectives of the top. At present, there 
seems to be no group in industry whose 
responsibility it is to see that those 
people who are responsible for originat- 
ing action are provided with an accu- 
rate picture of behavior at the work 
level. It is important that those “ab- 
stractions,” such as efficiency, costs, 
etc., in terms of which the activities of 
industry are carried on do not entirely 
exclude the factor of human interaction. 








FEDERAL CORPORATIONS AND CORPORATE AGENCIEs: 





BY CHARLES CORTEZ ABBOTT 


O governmental development 
since the World War contains 
consequences more far reach- 

ing and more important for the people 
of the United States than does the 
multiplication and proliferation in the 
last six years of those bodies known 
to the lay mind as “alphabetical” 
or ‘“‘government corporations” and 
commonly designated in the statutes 
dealing with them as “agencies” or 
‘“‘instrumentalities’”’ of the Federal 
Government. A few of the amazing 
multitude of corporate agencies that 
currently festoon the Federal Govern- 
ment date from the war period or from 
the twenties, but the great majority 
have come into being since 1932. Al- 
though many of these agencies were 
originally created as temporary bodies 
lesigned to meet an emergency, others 
such as the Tennessee Valley Author- 
ity—-were not; with the passage of 
time the pretense of transient existence 
has, in the case of many of the emer- 
gency bodies, been abandoned, so that 
these corporations, collectively if not 
individually, now represent a_ per- 
manent element in American society. 


In p rtance and Activities of Federal Cor- 
] rations an 1 Corporate Avencies 
These bodies achieve their impor- 
tance partly because of the vast sums 
of money at their command and the 
burdens which they place on the Fed- 
eral finances, partly because of the 
great variety of their undertakings and 
] 


the different portions of society their 


1The author takes this occasion to acknowledge 


gratefully the grant from the Harvard University 
Committee on Research in the Trade Cycle which 
made | ble the research on which this article is 
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operations affect, partly because of t 





number of their employees and the tre- 
mendous financial and political powe 


concentrated in the hands of the sma 
number of men who control them. Th 
direct financial interest of the gover 
ment in these bodies can be estimat 
only with great difficulty, but it a 
pears to be upwards of five billions 
dollars,? and the indirect interest js 
much greater proportions. The Amer 


ican ‘Telephone and Telegraph Com 


pany, the country’s largest privat 
corporation, has assets valued 
slightly more than three billions 
dollars, and an equity of about two a 
one-third billions. 

The activities of these bodies rang 
from loans to individuals as smal 
$10, made by the Emergency Crop ai 


Feed Loans division of the Farm Credit 


Administration, to single loans amount 
ing to millions of dollars extended | 
the Reconstruction Finance Corp: 
tion. Their operations comprise 
diverse undertakings as the insuran 
of mortgages, as large as $5,000,0 

a single piece of property, bj 
Federal Housing Administration, 
manufacture of rum and the raising 
chickens and tomatoes by the Virg 


Islands Company, and the operatio! 


of the Alaska and Panama Railr 
Their enterprises include the const 
tion and operation of vast hydro-el 
tric undertakings by the Tenn 


Valley Authority and the Boulae 


Dam, Bonneville, and Grand ( 
projects, as well as the financ 
based. 
2 Annual Report of the Secretary of the ire 


1937, Table 43. 





€ sma 
m. Th 
vOVern- 
imate J 
it ap- 


10n 


S 
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sumer purchases of domestic elec- 
trical appliances, such as stoves and 
weisigerati rs, by the Electric Home and 
Farm Authority. The list of their ac- 
s could be extended almost inter- 
sinably, and their directors, officers, 
1 employees are to be numbered in 
ens of thousands. The Tennessee 
Valley Authority alone supports ap- 
roximately six thousand employees 
-eiving compensation at the rate of 
$1,500 a year or more.® But the real 
of these corporations rests in 

he hands of perhaps a hundred men. 
What the ultimate effect of this vast 
perstructure of corporate and semi- 
rporate entities will be on American 

n wage-earners and businessmen, 
banking and agriculture, on the 
vior of the trade cycle and the 
dard of living of the common man, 
impossible to foresee. But it can be 
fidently predicted that to analyze 
mprehend this extraordinary 
pment of the past six years, and 
levise proper criteria for the success 
olicies of these corporations and 

r controls for their administration 
quire the labor of at least a 


ration. 


Scope and Purpose of This Study 


(he purpose of this study is to paint 

ith a broad brush a semi-comprehen- 

picture of the Federal corporate 

‘work, a picture that reveals the 

outlines and main structural 

of the framework and that indi- 

ites the general problems occasioned 

its growth. It has not been feasible 

attempt a precise and definitive 

sis of these bodies. Consequently 

e Valley Authority Annual Report, June 30, 

»-446. The rates of compensation listed 

$1,500 to $10,000 per annum. If it is as- 

average compensation is $3,000 per 

> yearly pay roll of the Tennessee Valley 
1ounts to about $18,000,000. 
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the scope of this article has been deter- 
mined, not in any rigid or systematic 
manner, but simply by taking into 
account the major portion of those 
agencies, offices, and corporations for 
which sufficient information is available 
so that their nature can be discerned, 
and which seem of special significance 
when the government is viewed as an 
economic mechanism. Certain organi- 
zations not strictly “‘government cor- 
porations,”’ such as the Federal Reserve 
Banks, have been included in the charts 
used in this study since they appear to 
constitute an integral part of the pat- 
tern. But in general the intention has 
been to consider only those Federal 
instrumentalities which have—as part 
of their functions—the control and 
administration of assets in their own 
names, as distinct from that of the 
government itself. That is, the object 
has been to isolate for study the ma- 
jor portion of those instrumentalities 
which, because of their ownership of 
assets, the commercial or financial 
nature of their operations, their re- 
ceipt of “earned” income, or be- 
cause of other attributes, act like and 
are comparable to private business 
corporations. 

Although the information upon 
which this inquiry is based has been 
taken either from official government 
documents or from other sources con- 
sidered reliable, this study makes no 
claims of being wholly accurate, nor 
is the list of instrumentalities with 
which it is concerned complete, for 
there are considerable areas of Federal 
corporate activity, as will be indicated, 
to which no attention is given.‘ The 
4The author will be most grateful for all errors of 
omission or commission in this study that are brought 
to his attention. This article is in many ways simply a 
preliminary survey and, should a more definitive one 


become possible in the future, knowledge of errors in 
the field here surveyed would be most helpful. 
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selected and handled, are inevitably 
subject to some degree of misinterpre- 
tation when separated from the situa- 
tions of which they are a part. Despite 


of precision in the positive state- 
: men made and the statistics quoted 
arises partly because of the inherent 
ity of condensing and making 








. nsistent such an extraordinary pano- the omission from this study of agencies 
: as that afforded by Federal which, in view of the criteria employed, 
corporate activity, partly because the might have been included,® it is be- 
:, ‘ material used, drawn from numerous lieved that the selection is sufficiently 
sit § Me sources, appears in its raw state in large so that the general configuration 
<° : many forms and in many degrees of _ of the whole structure of Federal cor- 
ee, 3 mpleteness, and partly because fac- _ porate agencies can be traced and the 
: tual data, no matter how carefully — chief landmarks discerned. 
oe : 5] ng the corporations and corporate agencies Rural Rehabilitation or Resettlement Loans from the 
ie : to be included, all those mentioned in the Government Farm Security Administration, such as the Waushara 
332" ; { and Congressional Directory have been ex- Cooperative Bull Association, the Calhoun County 
“ ‘ ed, as well as certain others mentioned in particu- Onion Growers’ Association, and the Red House 





Association; the Indian Rehabilitation Loans; and 


_ tatutes and a considerable number of additional 
numerous individual incorporated ‘‘projects” have 


| 


<2 

; 2 0 tr n a variety of ways. Since there is no com- 

<584 | te official list of Federal corporations and corporate been excluded, either because they appeared relatively 

< 35 | : zencies, at least within the meaning of the term in unimportant except as regards their number or the 

ak ts t is possible that all bodies of such a diversity of their activities, or because of limitations 
not been scrutinized. A considerable num- of space, or because information about them was not 


readily obtainable, or for other reasons. All non- 
commercial Federal corporations such as Howard Uni- 
versity and the National Academy of Sciences have 
also been omitted. 


cies and corporations, that in view of the 
zed in this study might have been in- 
have been omitted. Such bodies as the forty- 
ld s rehabilitation corporations; the hundred 
<a ind fift perative associations that have received 


“ee 


LAE 





Footnote For Cuart I 


attached to particular arrows reveal whether the funds 
were given in exchange for stock, for bonds, as a loan, 
or in some other connection. The short, thick-shafted 


irt does not reflect the situation resulting 


; t passage of Public 432, 75th Congress, 
1 February 24, 1938. 


@) 3 

an e oblong boxes on this chart, with two exceptions, arrows which point to particular boxes but which do 
eG represent corporations, systems of corporations, not connect with other boxes signify contributions of 
: § lepartments, agencies, officials, and bureaus which capital funds by private persons. For those agencies 
: whose accounts are susceptible to balance sheet 


- re constituent parts of the Federal corporate struc- 


C= CAPITAL 


»37T UMESS 


OF CEC 


» two boxes not of this nature, denoted by 
are the group of private business corpora- 
have received financial assistance from the 
tion Finance Corporation and the group of 
erative banks and building and loan associations 
leal with the Home Owners’ Loan Corporation 
e Federal Savings and Loan Insurance Corpora- 

\ll of the other entities represented, with the 
f the Federal Reserve Banks, have received 
{ their capital funds from the government. 
ns and agencies in liquidation are desig- 
lashed lines. The arrows connecting the 
the transfer of capital funds from one 
another, in so far as it is possible to separate 
t capital funds from payments in connection 
ns; the dashed arrow attached to the 
Home Corporation indicates funds allotted 
but not yet transferred. The directions in 
the arrows point show the directions in which 
tunds have flowed. The types of arrowheads 


tted né 


analysis, the amounts of their capital and surplus and 
debt, as of recent dates, are shown in their respective 
boxes. Since the reports of these agencies become 
available at different times, it is not possible to assem- 
ble figures of their capital structures as of a recent 
single date. Payments or loans by these agencies to 
private companies, save for the two instances already 
mentioned, have been omitted. 

The intention of the chart is to depict the methods 
by which Federal corporations and agencies have 
received funds of a capital nature and the channels by 
which such funds have flowed to particular agencies, 
either directly from the Treasury, or through one or 
more intermediate bodies such as the Reconstruction 
Finance Corporation, or from private persons, when 
such persons have bought the stocks or bonds of 
particular bodies. As a whole, the chart illustrates the 
pattern of continuing financial relationships which 
holds the Federal corporate structure together. 
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CHART II 





35 PROJECTS 


FootNoTeE For Cuart II 







Each small circle in the outside ring of Chart II these agencies. The inmost circle represent 

preser rovernment corporation, agency, or President. The black dots represent officials 
system of agencies, such as the twelve Federal Land agencies—above the rank of minor executive 
Banks. Agencies in liquidation are represented by either hold positions in two or more agencies 
broken circles. The inner ring of small circles desig- are the chief executives of their particular agencie 
nates the executive officers, appointed by the Presi- who fall into both categories. Circles of the sma 


dent, who are chiefly responsible for the conduct of size, individually labeled (such as P C Con 
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re not represented on the 


\ 
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CHART II—KEY 
Adjustment Adminis- FFMC—Federal Farm Mortgage Corpora- PCA—Production Credit Associations 
tion PC Production Credit Corporations 
( bia Alley Dwell- FHA—Federal Housing Administration PC COM. —Production Credit Commis- 
FHC—Farmers’ Home Corporation sioner 
rator FHLBB—Federal Home Loan Bank Board PRC—Panama Railroad Company 
ad FHLB—Federal Home Loan Banks PRRA—Puerto Rico Reconstruction Ad- 
peratives FICB—Federal Intermediate Credit Banks ministration 
neville Project FLB—Federal Land Banks PWA—Federal Emergency Administra- 
f Reclamation FP1—Federal Prison Industries, Inc. tion of Public Works ee, 
k ( " per ,. ves Wit —Sedecal Reserve Board R - C ee Agricultural Credit 
1 ank iT s- 7c Farm Security Administratior rporatior ' 
. FSA Fart a Sec case Ad eae ea RE \—Rural Electrification Administra- 
( t Corporation FSCC—Federal Surplus Commodities ae 
_ Corporation RFC At Finance Corpora- 
nservation Corps FSLIC—Federal Savings and Loan Insur- tion 
ller of the Currency ance Corporation RFCMC—RFC Mortgage € company 
FSLA—Federal Savings and Loan Associa- SEC. AGRI.—Secretary « griculture 
Division of Territories tions , ; SEC. INT.—Secretary of the Interior 
ssions HIF—Housing Insurance Fund SEC. TREAS.—Secretary of the Treasury 
Corporation HOLC—Home Owners’ Loan Corporation SEC. WAR—Secretary of War 
Crop and Feed Loans IC COM.—Intermediate Credit Commis- TVA—Tennessee Valley Authority 
rh > and Farm Au- sioner . : : TVAC—Tennessee Valley Associated Co- 
IWC—lInland Waterways Corporation )peratives 
rt Bank of W ashin , JSLB—Joint Stock Land Banks USHA—United States Housing Authority 
+ s a eee LB COM.—Land Bank Commissioner USRA—United States Railroad Adminis- 
. ee sone MMIF—Mutual Mortgage Insurance tration 
» STeteam Fund VIC—Virgin Islands Company 
sit Insurance Corpo- NFLA—National Farm Loan Associations WFC—War Finance Corporation 
NMAW—National Mortgage Association WPA—Works Progress Adn ration 
¢ elief Adn of Washington WRTC—Warrior River Termi as! Com- 
OIA—Office of Indian Affairs pany 
Footnote For CHart II—(Continued) 
ich as the Production Credit Com- other agencies, as does, for instance, the President 
are in categories different, in an of the RFC Mortgage Company and the Managing 


» from those mentioned, but are of 
he framework. There are, of 
ls, connected with only one 
chart. 
is two purposes. It attempts to show 
hich these various agencies are staffed 
tees, or directors who hold positions in 
these agencies, and it attempts to 
the chief executive of 
i ere such an 


nner in which 

inted and 
someone other than the 
e line of his responsibility. 


n cases wh 
nsible t 
ints him 
ates that the dot which it joins to an 
ts an officer of that agency; a dotted 
a dot to an executive designates the 
ints him; a dashed line, the official to 
nsible. Those officials who are shown 
x appointed by the President are 
with the advice and consent of the 
‘xamples will clarify this explanation: 
ed by solid lines to the Commodity 








ration and the Export- Import Bank 


ils who hold positions in both organi- 


rcle representing Federal Prison Indus- 


4 


ises where 


r agenc 


nected by a solid line to a dot, its 
fhcer, which is in turn connected by a 
the President, 
consent of the Senate, 
lirectors of Federal Prison Indus- 
lot representing the chief executive 
\laska Railroad is connected to the 
ting the President by a dotted line, 
1d of his appointment, and by a 
representing the Secretary 
indicating the official to whom he 
the chief executive of one 
y holds a number of positions in 


he circle, repre senting 


and 


advice 


. 1 
e circie 


Directors (there are two of them) of the Disaster Loan 
Corporation, and has received his various appoint- 
ments in various ways and has responsibilities extend- 
ing in different directions, it is not possible, diagram- 
matically, to represent the lines of appointment or 
responsibility without ambiguity, and dotted or 
dashed lines have been drawn in these cases. As 
whole the chart represents the community of interest 
in the management and control of the Federal corpo- 
rate agencies. 

In situations such as that represented by the Farm 
Credit Administration, where a single agency is 
divided into a system of numerous parts, each with its 
own executive in charge but responsible to a higher 
supervisory official, it has been possible to indicate 
only the lines of responsibility. It should perhaps be 
noted here that in each of the Federal Land Bank 
Districts there are seven men who are, collectively, 
the directors of the local Federal Land Bank, the local 
Bank for Cooperatives, the local Production Credit 
Corporation, and the local Federal Intermediate 
Credit Bank; also, that in each of the twelve Federal 
Land Banks are four employees who are also employees 
of the Farm Credit Administration. It has been 
possible to show on the chart these relationships as 
they exist in one district; it has not been possible to 
show them for the system as a whole. 

The administrative of the Federal 
corporate structure are very far from being consistent 
or comparable the framework, and 
although a very earnest effort has been made to draw 
this chart, so far as possible, on a consistent basis, this 
end may not have been entirely achieved. It must also 
be said that because of the rapidity with which Federal 
administrative forms change, certain details of this 
chart will in all probability be out of date by the time 
it is published. 


mechanisms 


throughout 








4.4.2 


Evaluation of Charts I and II 


Chart I, explained in greater detail 
in the note on page 439, is a first step 
in the financial analysis of the network 
of Federal corporate agencies. It at- 
tempts to indicate in a general way 
the from which particular 
entities have received their capital 
funds;® the form in which these funds 
were supplied, whether as payment for 
stocks or bonds, as loans, grants, or in 
other and the approximate 
capital structures of the particular 
bodies.’ In short, it endeavors to show 
in rough outline the financial relation- 
ships of these agencies to the United 
States Treasury, to each other, and to 
If Chart I represented a 
private corporations, it 


sources 


Ways, 


the public. 
combine of 
could be looked upon as a pattern of 
control; but since the cor- 
represented are—at least 


financial 
porations 
within the meaning of this study— 
government corporations, this con- 
clusion, even if not 
pertinent. What Chart I does represent 
is the principal financial relationships 
that have resulted from the flow of 
funds to particular bodies from the 
Treasury, from other corporate agen- 
cies, and from the public, together 
with the additional relationships that 
have followed when these bodies have 
disposed of such funds, not in the 
course of operations or in the purchase 


warranted, is 


6 In so far as possible, funds which are of a “capital” 
nature have been separated from funds paid or re- 
ceived as operating expenses or income, but in numer- 
ous instances it has been extremely difficult to make 
this distinction. 

7 No attempt has been made to give capital structures 
for such agencies as the Federal Home Loan Bank 
Board, the Farm Credit Administration, and the 
Works Progress Administration, since their opera- 
tions are not susceptible to that type of analysis. 

®’ Numerous financial relationships exist which have 
been omitted from Chart I, such as the assessments 
received by the Federal Home Loan Bank Board for 
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of physical assets, but in sucha wayas: 


form continuing financial relationships : 
Chart II, more fully explained in th, 


note (pp. 440, 441) attempts to unray; 
in some small degree the problem 





how the vast interrelated superstruc. 
ture of government corporations js, 


a practical matter, managed and co; 


trolled. Since in the field of Federa| 


corporations the ownership of the st 
of one corporation by another agency 
such as the Treasury, or the pledge ; 
the stock by the nominal owners t 
Federal officer, such as the 


Works 


Progress Administrator, commonly does 


not give to the Treasury as owne: 
the Administrator as pledgee all 
perquisites that would accrue 
similar situation in the 
private corporations, it is necessary 
look beyond the nominal finan 
relationships represented in Chart 
in order to find the actual deposit 
of power. Chart II represents 
approach to this problem. Essential! 
it shows (approximately) all of thos 
men, above the rank of minor ex 
tive, who are officers, directors, 
administrators of two or more 
porate agencies, the bodies with whi 
they are connected or for which th 
are responsible, and the method 


realm 


appointment of the chief executives 
many of these agencies. That 1s, 
attempts to illustrate the degre: 


which various of the 
running expenses from the Home Owners’ L 
poration, the Federal Savings and Loan Insura: 
Corporation, and the Federal Home Loan Banks; ' 
payments made to the Farm Credit Administrat 
numerous agencies under its control to reimbut 
for administrative expenses; and payments mac 
the Treasury to the Federal Farm Mortgage Cor} 
tion to reimburse it for statutory interest reduct 
Such relationships have been omitted from the 
either because the payments did not seem t 
“capital” nature, because representation 
would have made the chart so complicated as ' 
illegible, or for other reasons. 


| 


independe: { 
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f the government are linked 

rs and officers common to 

re, and to indicate the nature 
small group of officials which, 
the connections of its members 
various bodies, exists and exer- 
-es influence exterior to nominal 
relationships. There are, of 

_ many officials and directors in 
etwork of Federal corporate 
encies who are not attached to more 
ne entity, and there are numer- 
attached to only one 
who are also officers in some 


Js 


omclals 


epartment; these men are not repre- 


| here. Chart II is concerned only 
se individuals who serve in the 
corporate and semi-corporate 


iwencies in double, triple, quadruple, 


even more numerous capacities. 
nin its entirety, this group, at the 
of the network of Federal cor- 
rate agencies, appears to be an 
ment of considerable moment in the 


.dministration of these bodies, if not 


TIPU 7. 
i 





he formation of their policies. 
principal merit of these charts is 
they constitute a sort of topo- 
hical map of Federal corporate 
erprise and give a kind of bird’s-eye 
he whole sweep of Federal 
rate activity. On the one hand 
nish a relatively clear picture 
scope and magnitude of Federal 
takings, on the other they permit 
ief groups in the general frame- 
to be distinguished: the Recon- 


ruction Finance Corporation and the 


lozen companies allied to it 
igh financial connections and com- 
oficers; the cluster of bodies 
ible to the Home Loan Bank 
rd; the congeries of corporations, 
ies, and bureaus that center in 
Farm Credit Administration; 
curiously mixed galaxy under the 
inion of the Secretary of the 
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Interior. At the same time the charts 
allow individual bodies, such as the 
Federal Savings and Loan Insurance 
Corporation and the Rural Electrifica- 
tion Administration, to be viewed with 
that perspective which is possible only 
when the entire structure is considered. 
Although the charts indicate the ad- 
ministrative complexities of the Federal 
corporate structure, they also suggest 
that control of the structure is con- 
centrated, at least nominally, in the 
hands of a relatively small number of 
men. The analysis afforded by the 
charts naturally contains many omis- 
sions, and certain of these should be 
noted, if for no other reason than to 
give it perspective. 

The financial network portrayed re- 
lates only to past transactions, already 
consummated, and in fact only to cer- 
tain aspects of past transactions. It is 
not a financial history, and does not 
show the total amounts of money 
received by the particular agencies, 
their losses, or the volume of assets 
written off. It affords no information 
as to how the assets of particular 
bodies are valued. It gives no hint of 
the extent to which the same assets, 
through intercorporate security hold- 
ing, are valued more than once, or the 
size to which the nominal assets of 
these bodies would shrink if their 
statements were compressed into a 
single consolidated balance sheet and 
all duplication eliminated. It does not 
consider the solvency of these agencies, 
although it must be admitted that 
such a question would seem to have little 
meaning for many of these bodies, in 
view of their corporate purposes, or for, 
say, the Commodity Credit Corpora- 
tion, in the light of the statutory dictum 
that orders the Secretary of the Treas- 
ury annually to restore through a 
*‘contribution”’ to the corporation such 
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part of its $100,000,000 capital as 
has been lost in the preceding twelve 
months.® It tells nothing of the quanti- 
tative importance of these bodies in 
their respective fields of operation. 
It has only the slightest connection 
with the future commitments of the 
Treasury to these bodies because of 
appropriations “‘not yet disbursed,” or 
with the future commitments of these 
agencies to the public at large, because 
of the policies to which they are 
dedicated. And it is in this last respect 
that the financial analysis of Chart I, 
based upon relationships at a given 
moment of time, is perhaps most 
deficient. For any definitive study of 
these bodies, designed to exhibit their 
efficiency and progress and aimed at 
disclosing what possibility exists that 
they can achieve their goals, must be 
made in the light of their avowed pur- 
poses, however intangible and indefi- 
nite these purposes in many cases may 
be. But more will be said in this con- 


nection later. 


Administration of the Federal Corporate 
Structure 

The actual channels by which ad- 
ministrative power flows through the 
Federal corporate structure from one 
officer or agency to another are not 
revealed either by the pattern of 
financia! relationships in Chart I or by 
the interlocking directorates and bodies 
of officers of Chart II. Of more sig- 
nificance in the actual operations of 
these instrumentalities than either 
their nominal corporate connections 
or their common officers is that net- 
work of executive and administrative 
orders, statutory provisions, inter- 
departmental letters and memoranda 


Public 442, 75th Congress, approved March 8, 1938. 
On May 20, 1938, the press carried a report that the 
President had asked Congress t prov ide $94,285,404 


and departmental custom which 
veys authority from one bureay 
official to another. Exceedingly difficy): 
for the observer exterior to the gover. 
ment to trace, this network. like +h 
circulatory system in the human | 
is what brings life and energy to ; 
mass of Federal instrumentalities. 

One example may make this 
proposition clear. The Farmers’ H 
Corporation was instituted by 
Bankhead-Jones Act. The Farm S 
ity Administration was created 
Memorandum No. 732 of the Secret 
of Agriculture to carry out the 
tenant aid and rural rehabilitati 
programs of Titles I and II of th 
act. The assets and funds furnished t 
Farmers’ Home Corporation and 
Farm Security Administration con 
from a number of sources. The dir 
tors of the Farmers’ Home Corporat 
were designated, their duties 
cated, and their relations with 
Farm Security Administration outli: 
by Memorandum 738 of the Secreta: 
of Agriculture, which stated, in part 

1. Harry L. Brown, now Assistant $ 
tary of Agriculture; A. G. Black, now ( 
of the Bureau of Agricultural Eco 
and Will W. Alexander, now Administrator 
of the Farm Security Administrati 
hereby appointed as the Board of Dire 
of the Farmers’ Home Corporat! 
The Board of Directors of the I 
Home Corporation shall act as genera 
viser to the Secretary and to the A 
trator of the Farm Security Administ 
on general policies relating to Titles | anc 
II of said Act, . . . The Corporati 
exercise such further powers and funct 
as may from time to time be assigned 
by my further order. 

2. The administration of Title I o! 


rT 


3ankhead-Jones Farm Tenant A 
“for the restoration of the capital impa 
Commodity Credit Corporation.” 











an b 
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ns of Title IV of that Act, is 
‘rusted to the Administrator of 
m Security Administration, subject 


ervision of the Secretary. 


teristics of the Federal Corporate 

ae 

) most striking characteristics 
Federal corporate structure are 
similarity of the various parts 
mpose it, a dissimilarity that 
even as between those units 
re actually incorporated, and 
nplexity of the relationships 
tie the various parts together. 


lissimilarity is not merely one of 


| function. It extends to almost 
pect of the corporate life of 


entities. There are hardly two 


like as regards the place and 
of their incorporation, their 
wers and governmental privi- 
the ways in which they are 
d and the forms in which their 
ire published, the methods by 
their powers are exercised and 
ers inducted. The involved 
tuous couplings that connect 
ities one to another, couplings 
financial, legal, political, and 
nature, constitute in their 

. tangle that cannot be readily 
Although the precise sig- 

of the tangle is not entirely 
its very intricacy, together 
wide scope of Federal cor- 
indertakings, clearly poses two 
. What assurance is there that 

1 and unwieldy an adminis- 
chanism can be, if not effi- 
lirected, at least made to con- 
the general purposes for which 
ture was erected? And what 
trol do the citizens of the 
have, as a practical matter, 
machine that was erected for 
nefit and whose bills they foot? 


Heterogeneity of Corporate Agencies 
The diversity of these bodies cannot 
be illustrated here in any detail, but 
some indication of their heterogeneity 
can be given by considering the legal ori- 
gins of a dozenof these instrumentalities. 
Such corporations as the Reconstruc- 
tion Finance Corporation and _ the 
Inland Waterways Corporation have 
been created directly by Congressional 
statute. Others have come into being 
through some sort of executive order or 
memorandum: Federal Prison Indus- 
tries, Inc., and the Export-Import 
Bank of Washington trace their exist- 
ence to executive orders issued under 
authority of statutes, and the Farm 
Security Administration, designed to 
carry out certain provisions of the 
Bankhead-Jones Act, was erected by a 
memorandum of the Secretary of Agri- 
culture. A considerable number of these 
agencies have charters, not from the 
Federal Government, but from states 
and territories. The Panama Railroad 
has a New York charter issued in 1849; 
the Virgin Islands Company bases its 
existence on an enactment of the 
Colonial Council for the Municipality 
of St. Thomas and St. John; the Com- 
modity Credit Corporation, authorized 
by Executive Order No. 6340, was 
incorporated in Delaware by Messrs. 
Wallace, Johnston, and Morgenthau. 
The Electric Home and Farm Author- 
ity, chartered under the laws of the 
District of Columbia, is a successor to 
the Electric Home and Farm Author- 
ity, Inc., incorporated in Delaware 
pursuant to Executive Order No. 6514. 
The RFC Mortgage Company, incor- 
porated in Maryland by three officials 
of the Reconstruction Finance Cor- 
poration, is held by the Comptroller 
General to be a private corporation, 
even though the Reconstruction 
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Finance Corporation has supplied the 
RFC Mortgage Company with all its 
capital funds. 


Limitation of Powers and Regulation of 
Activities 

Although it is difficult to find the 
exact depositories of power in this 
corporate structure, or to trace the lines 
of control which regulate their actions, 
it might seem, without investigation, 
that the activities of these bodies would 
be constrained on the one hand by the 
provisions of their charters, and on the 
other hand by the regulations of 
“*the Federal administrative process,” 
that is, by the surveillance of the 
General Accounting Office, the require- 
ments of the purchasing laws and the 
Civil Service, and that general body of 
procedure to which most government 
departments and bureaus are subject. 
In various instances, however, neither 
the charters of these corporations nor 
the “‘administrative procedure” of the 
government impose any very distinct 
limitations on the management of 
these bodies. 

For instance, the Commodity Credit 
Corporation is empowered to do any- 
thing necessary to accomplish the 
purposes of the Agricultural Adjust- 
ment Act of 1933, the National Indus- 
trial Recovery Act of 1933, the Federal 
Emergency Relief Act of 1933, the 
Reconstruction Finance Corporation 
Act of 1932, and, inter alia, to buy, 
hold, sell, warehouse, and process all 
sorts of agricultural and/or other types 
of commodities, to deal in real estate, 
to lend and borrow money under a 
wide variety of conditions, to buy and 
sell corporate securities, and to estab- 
10 Congressional Record, Vol. 79, Pt. 2, pp. 1552-1561, 
February 5, 1935. 

11 Letter of the Secretary-Treasurer of the Tennessee 
Valley Associated Cooperatives, Inc., February 16, 
1938, to the author. 





lish branch offices at home and abroad 
Such purposes give its directors , 





siderable discretion, and in carrying 
them out the corporation is given | 


the powers granted private corp 
tions by the laws of Delaware, unde 


re 


which it is chartered.” Or, to take a 
another example, the activities of thy 
Tennessee Valley Associated Coopera- 


tives, Inc.—which publishes no ann 


report—are explained by its Secretary- 


Treasurer as follows: 


this Corporation was organized pri- 
marily for the purpose of administering, for 
relief purposes, a grant of funds aggregating 
$300,000 received by it through the Stat. 
of Tennessee from the Federal Emergency 
Relief Administration; that is to say, its 


principal purpose is to administer 


grant in a manner calculated to ren 


} 


people from public relief rolls and 


from relief rolls individuals who are lik 


to become relief clients. A second pur 


is to assist in the development of cooper 


tive enterprises in the Tennessee Valle} 


and contiguous areas, the accomplishment 
of which involves the rendering of a cor 


tinual educational service concerning t 


principles, methods of organization and 


+ 
OT 


eration and economic feasibility 


various types of cooperative organizat! 
which can advantageously be absorbed a1 


utilized. ... }! 


The extent to which these bodies ar 


removed from the constraints o! 


usual Federal administrative procedure 


can be partially indicated by the num 


ber of federally financed corporati 
listed in the 1937 Report of the Act 


not render accounts to his office 


Comptroller General which eithe: 


not render them in the prescribed 
form.'!? This group, which comprises 
some thousands of individual entities 


12 The list of corporations which do not 
counts to the General Accounting Office inc! 
Federal Deposit Insurance Corporation, the 
Savings and Loan Insurance Corporation, the 
Owners’ Loan Corporation, the Reconstr 





rh 


Federa 
H 





Federal (i orporations and (orporate Agencies 


regate assets valued in billions 


j abr ac wil ige 

tors ‘ dollars. includes the largest of the 
Vv 4 e id 

carr Federal corporate instrumentalities and 

given rincipal lending agencies of the 

tide ment. But these bodies are not 

eu to the surveillance of the 

take Comptroller General. 

s of In a general way it is clear why these 

“oper rations and instrumentalities have 

om largely relieved of the burden of 

cretes inistrative procedure.” It would 

Tel 


dificult for the managers of these 
_ rations to do many of the specific 
eee ae ; for which these bodies were created 
were forced to rely upon the 

y, cumbersome processes of the 
Federal Government. It would not be 
y to carry out the long-range policies 
‘““developmental”’ bodies as the 
remove fennessee Valley Authority or the 
States Housing Authority if 
re likely their administration were directly sub- 
purpose ject to the whims and vagaries of 
ot legislative bodies. It would be impossi- 
ws ble to keep such long-continuing under- 
gs free from political pressures, 
nge of direction, and inadequate 
Rais, financial support if their managers were 
ndent upon the goodwill of transi- 
zation tory legislative majorities for their ap- 
ed and pointments and appropriations. To set 
n administrative system whereby 
an vernment can own and manage 
f the real estate, buy, sell, and deal in com- 
ire ites, lend money, write insurance, 
num- and carry on a host of other financial 
stone and commercial dealings is hardly 
ible if all its operations must go 
igh the rigid channels of Federal 
ed iure and the bookkeeping for the 
ribed hundreds of enterprises be done by the 
prises General Accounting Office. As a prac- 


f +h, le pe 





ration, the RFC Mortgage Company, the 
Waterways Corporation, the Panama Railroad 
the Joint-Stock Land Banks, the Federal 
the Federal Intermediate Credit Banks, 
Home Loan Banks, the Federal Credit 
National Farm Loan Associations, the 
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tical matter it is not feasible to operate 
even government enterprises if the 
business judgment of the operators, and 
more particularly their pieces of bad 
judgment, must be continually justified 
to legislative committees before further 
grants can be obtained. The govern- 
ment corporation, with its own funds 
and its own personnel, its semi-autono- 
mous existence, responsible only re- 
motely to the legislature for its actions, 
furnishes a ready solution for many of 
these difficulties. 

There are, perhaps, three chief rea- 
sons for the confusion that currently 
appears to exist in the panorama of 
Federal corporate instrumentalities. 
First, Congress has never enunciated 
a policy defining the proper scope and 
purpose of Federal corporations and 
corporate agencies. Nor has Congress 
firmly established either their status in 
the governmental structure or the 
methods by which they should be 
created, financed, and controlled. Sec- 
ond, many of the more recent of these 
bodies were chartered as emergency 
measures in the midst of the confusion 
of an acute business depression, and 
seemingly were chartered without any 
clear preconception of their precise 
purposes. The extraordinarily broad 
powers, previously noted, given to 
certain of these bodies seem to indicate 
that these agencies were created as 
shotgun prescriptions rather than as 
specific remedies. Finally, during the 
last six years many of these corpora- 
tions have led most adventurous lives. 
Their charters have been amended, 
they have been shifted from the control 
of one administrator to another, their 


War Finance Corporation, the Tennessee Valley As- 
sociated Cooperatives, Inc., and the Electric Home 
and Farm Authority. The Tennessee Valley Authority 
makes an accounting to the Comptroller General but 
not in the prescribed form. 
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policies have been radically changed, The so-called “separation of ownersh, 
their financial situation altered from and control” in the case of priya: 
year to year. Some, like the Reset- corporations has given much conce: 
tlement Administration, have been to public-spirited men in this and ot! 
merged in new bodies, and others, like countries, and the divorce of owners! 
the Reconstruction Finance Corpora- and control in many of these b 
tion, have spawned a group of sub- appears to be very considerable. Aj. 
sidiaries. As a result, the developments _ though the ultimate proprietary 
in the history of many of these bodies est in many of these agencies doubt}, 
have been so rapid and have given rise rests with the people of the Unit 
to so many relationships of varying States, the actual control posse; 
types that to achieve a clear concep- by American citizens as stockh 
tion of their evolution is now almost over, say, the Commodity Credit ¢ 
impossible. poration, would appear to be small. () 
es oe oF : the $100,000,000' capital of this 
Federal one Private Corporations Con- poration, $3,000,000 was jointly 
sdconet scribed by the Secretary of Agri: 

An explanation such as the foregoing and the Governor of the Farm C; 
elucidates, if it does not exonerate, the Administration out of funds 
tangled and heterogeneous character available by the National Indust 
of the structure of Federal corporate Recovery Act and allotted by ex 
agencies; and to some extent it con- order; the remaining $97,000,00c 
dones, though it cannot wholly over- — subscribed by the Reconstruction | 
look, the presence in this fabricofmany nance Corporation. As noted elsev 
of those practices and relationships Congress has recently enacted t! 
commonly viewed askance inthe realm Secretary of the Treasury s! 
of private corporations. There is no nually make good any impairment 
question that in the Federal structure this company’s capital, and the P1 
many of these questionable practices dent has recently requested ti 
do exist. For instance, unlimited grants impairment of $94,285,404 be rest 
of power to corporate bodies have been Lack of publicity of corporate a 
regarded by most jurists as a threat to __ has been long deplored by most pe: 
the body politic, but the United States interested in corporate polici 
Housing Authority, the Federal Sur- the Virgin Islands Company 
plus Commodities Corporation,andthe ‘Tennessee Valley Associated C 
Commodity Credit Corporation are tives, Inc., publish no annual 
chartered in perpetuity, and the latter Complete and standardized cor 
two are empowered in their charters to accounts have been generally 
borrow money without limit as to mended as desirable by analy 
amount. The alleged laxity in the corporate affairs, and in the 
corporation laws of the State of Dela- _ railroads reports have been req 
ware have been much criticized in this by the Interstate Commerce Comn 
country, but such criticism has not _ sion. But a group of statements m 
prevented the Commodity Credit Cor- diverse in form, structure, and 
poration and the Federal Surplus  pleteness than that published by ! 
Commodities Corporation from making eral bodies would be hard t 


Pyramided corporate financing 





use of the advantages of these statutes. 
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much justice been regarded with 
rivat spicion in the United States, but the 
once; -xamples of it afforded in Chart I are 
Since 1914, if not before, 
- oublic policy in this country has looked 
bodie: askance at the interlocking directorates 
ble. AL. ‘ private industry. But, to take only 
ry i ne example of such a situation from 
ubtl. the structure of Federal corporations, 
Unit | the fifteen trustees and officers of the 
Export-Import Bank of Washington 
incl a Director of the Farmers’ 
Home Corporation who is also Chief 
0 Bureau of Agricultural Eco- 
his cor- nomics: the Assistant General Counsel 
: Reconstruction Finance Cor- 
n; an Adviser on International 
mic Affairs to the Department of 
State; the Treasurer of the Reconstruc- 
Finance Corporation who is also 
- of the Disaster Loan Cor- 
and Treasurer and Director 
RFC Mortgage Company; a 
Director and Vice President of the 
Commodity Credit Corporation who is 
Special Assistant to the Directors 
Reconstruction Finance Corpora- 
. Presi- tion; the Assistant Chief of the Ex- 
| mining Division of the Reconstruction 
Finance Corporation; a Director of the 
Commodity Credit Corporation; an 
\ssistant Secretary of the Treasury; 
Secretary of Commerce; a Coun- 
f the Department of State; the 
Secretary of the Commodity Credit 
Corporation; and the Assistant Treas- 
the Reconstruction Finance Cor- 
n who is also Assistant Treasurer 

Disaster Loan Corporation. 
Finally, it may be noted, the man- 
agers of Federal government corpora- 
ms Operate, as do the managers of 
Private corporations, with “other 
people’s money,” the public’s; and it 
Fed- may be questioned, on abstract grounds 
thers, whether these public 
s can be expected to assume a 
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greater degree of responsibility for 
“other people’s money” than the 
managers of private corporations as- 
sume for the sums entrusted to them. 
Moreover, the directors of these Fed- 
eral corporations generally enjoy two 
advantages which their cousins in the 
world of private business do not. In 
the first place, for the most part they 
do not labor under the threat of stock- 
holders’ suits for fraud, malfeasance, or 
negligence, either because their cor- 
porations do not issue stock—the 
Tennessee Valley Authority does not— 
or because of technicalities in the way 
the stock is held. In the second place, 
the success of their operations is gen- 
erally not subject to the kind of sys- 
tematic and objective appraisal given 
to the activities of private business in 
the public securities markets, since few 
of these Federal agencies sell their own 
securities in the public markets, and 
those which do for the most part have 
their credit buttressed by a govern- 
ment guaranty. 

The employment by Federal bodies 
of many of the usages commonly con- 
sidered questionable in the world of 
private corporations does not, of course, 
signify that these agencies are either 
fraudulent or pernicious. Many of these 
agencies and many of their activities 
are of considerable benefit to society. 
Furthermore, it can be plausibly argued 
that obscure and incomplete account- 
ing, interlocking directorates, and simi- 
lar practices do not have the same 
objectionable implications in the case 
of government corporations that they 
do in the case of private corporations, 
and that such practices, in the field of 
government activity, are not really of 
great significance, since the policies and 
purposes of public corporate agencies 
are so fundamentally different in every 
respect from those of private bodies 
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that the two are in no way comparable. 
The answer to this argument would 
carry this discussion further afield than 
is practicable here. But one point can 
be made regarding the procedure fol- 
lowed in this study. Federal corpora- 
tions and corporate agencies are a 
relatively development in the 
United States, at least on the scale on 
which they currently exist and in many 
of the fields where they are now being 
used. Understanding of their strengths 
and weaknesses is in its infancy, and 
knowledge of the forms and procedures 
proper and improper for them is almost 
entirely lacking, as is evidenced by the 
diversity of those now operating. On 
the other hand, the techniques and 
methods of analysis for private busi- 
nesses—which are in some degree 
similar to their public counterparts— 
are passably well developed and estab- 
lished. In the formation of methods 
whereby government corporations can 
be evaluated and their successes and 
failures measured, it would seem that 
one step might well be the application 
to government agencies of those tech- 
niques and criteria that have been tried 
and tested in the world of private 


new 


business. 


Unbiased consideration of the struc- 
ture of Federal corporations and cor- 
porate agencies leads inevitably to the 
conclusion that later this 
amazing patchwork must be taken 
apart and rearranged in such a way as 


sooner or 


to give greater logical consistency to 
the system than is now apparent; that 
sooner or later the snarled strands of 
administrative power must be untan- 
gled and rewoven into a fabric with a 
clearer pattern than that which cur- 
rently exists; that sooner or later an 
exhaustive financial analysis of these 
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bodies must be made that will rey, 
the value of their assets in their e- 
tirety, the ends for which their fypa, 
are employed, and the burdens w} $ 
their operations place upon the | 
finances. In short, even a superf 
examination of the superstructure 
dicates the pressing need for its reo, 
ganization. It is hardly possible 
think that those conglomerate bod) 
commonly grouped under the heading 
of ‘Federal agencies and instrument 
ities,” of mixed origin and stil] m 
miscellaneous history, linked to 
another by uncertain and _ rapid) 
changing relationships, operate—as . 
whole—with any high degree of eff- 
ciency. It is only too easy to belie 
that the great latitude given to 
managers of these agencies in t! 





operations may eventually lead t 
exercise of irresponsible and arbiti 
power. It seems fairly apparent that t 
confused, incomplete, and non-h 
geneous accounts published by mai 
of these bodies do not portray t! 
real financial condition or the tre: 
of their operations. But any real 
ganization of this corporate superst 
ture, to be effective, must be preced 
by a statement more exact than 
yet given of the purposes of man) 
these bodies, of the policies bj 
they are to be permitted to seek t 
goals, of the amount of funds 
placed at their disposal and the 1 
on which these funds are to b 
tained. Much of the uncertainty, n 
of the ambiguity connected wit! 
operations of these bodies, is trac 
to the fact that in numerous res} 
their legal status and _ political 
quisites, their position in the 
work of government and their r 
to private interests, have never 
authoritatively defined. 
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* PLACE OF MANAGEMENT COUNSEL IN BUSINESS 
BY JOEL DEAN 


almost unno- 
ticed, professional manage- 
ment counsel has become an 
institution in our business 
It has evolved as one aspect of 
pment of the social sciences, 
re particularly of the applica- 
ientific methods to business 


ms. Its development has been 


ted by a growing appreciation 


ALN 


| for professional training and 
gnition of the universality of 
business principles. 
tially, management counsel is 


ect of division of labor in the 


greater managerial specializa- 


Such specialization has arisen 


il 


f the increased complexity 


ficulty of the problems of 
ement, resulting from larger 
units and from fundamental 
in the economic and political 


ent of business. 

the development of this new 
n' the executive is faced with 
stions of major importance in 
ing what the consultant has 
his company: What is the 


ised in discussing management con- 
a more accurately descriptive 
possess standards of admission 
> comparable to those of recognized 
as Medicine and Law. 
s been made to correct this condition 
f the Association of Consulting 
This association, which has 
has established a code of 
members are pledged. 
plete discussion of this study see 
Counsel Profession, a monograph by 
shed by the Indiana University 


ngineers. 


17 tirms, 


was obtained both from users of con- 

nd from consultants. The investi- 
major executives of 
cated in seven mid-western cities. 


: 
ed personally 
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structure of this new profession ? Under 
what conditions should the executive 
consider engaging an outsider? How 
can he best assure the success of a con- 
sulting engagement? What results can 
he expect? What are the effects of the 
consultants’ work on the economic 
system? 

Information needed to answer these 
questions is difficult to obtain, since 
systematic impartial investigations of 
this profession have not, to the writer’s 
knowledge, been made heretofore. The 
present study has attempted to fill 
this need by collecting and analyzing a 
large number of case histories of 
the experiences of executives with 
consultants.’ 


Structure of the Profession 


An executive, in appraising the 
potential usefulness of a consultant to 
his business, should examine the types 
of agencies which do consulting work 
with particular inquiry into the advan- 
tages and shortcomings of each. 

By analyzing the classified telephone 
directories of eight leading cities, it 


Although the sample was small, it appears to be fairly 
representative with respect to: size and character of 
city; type of industry; and size, financial condition, 
and degree of management ownership of the company. 
Information was obtained from consultants them- 
selves, through personal interviews, through analysis 
of their written reports, and through the author’s own 
experience as a consultant. This informal method of 
investigation seemed to be the most fruitful approach 
because of the pioneering nature of the study and 
because of the intimate character of the relationships 
under scrutiny. 

The limitations of this methodology, 
should be recognized: the number of cases is small; 
the accuracy and objectivity of the reporting of 
experience cannot be controlled; and the analysis of 
ynal bias 


however, 


the cases subjects the results to an additi 
on the part of the investigator. 
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was discovered that management con- __as a partial substitute for professjoy 


sultants listed themselves under fifteen | management counsel. 

different classifications, of which the Equipment vendors offer a high): 
following seem to be preferred: “‘man- __ specialized service spiced with varying 
agement engineers,” “industrial engi- amounts of propaganda. This servic, 
neers,’ ‘“‘business counselors,” and appeared to be widely used by th 
“consulting engineers.”* These listings | executives interviewed. Trade associa. 
are more indicative of the consultant’s tions usually offer only fragmentar 


opinion of effective sales promotion consulting service, although there are 
indications of enhanced importance 
this phase of their activity.’ Trad 
associations themselves engage map- 
agement engineers as an aid to their 
members. Advertising agencies cop- 
stitute an important partial substitu: 
for professional marketing counsel, 
since in addition to advice incidenta 
to the sale of space, some offer mer 
chandising counsel on a fee basi 
Auditing firms, by reason of their | 
intimate association with clients, ar 
the recognized esoteric nature of thei 
specialty, encroach importantly 
professional management consultant 
in the field of records systems. 

In general, it should be remember 
consultants. * ae however, that the management advi 

The counsel of incidental consultants — of many of these incidental consultant 
is analogous to the medical advice of jj, frequently not so economical 
the druggist, for such agencies offer disinterested as it may appear. 


titles than descriptive of the nature of 
his services. 

Professional management consult- 
ants are surprisingly numerous. The 
total number of firms listed in these 
cities was 795. After the elimination of 
“consulting engineers,” a classification 
which includes many firms not actually 
management consultants, the number 
stood at 305. 

From another point of view, con- 
sultants may be classified according to 
the nature of their services. The follow- 
ing groups appear important: inci- 
dental consultants, personal advisors, 
specialized consultants, and general 


management counsel as an incidental Personal advisors may be compar 
service to the sale of their major prod- with the family doctor in that t! 
uct. The services of this group, which act as an intimate counselor upo! 


includes equipment and material vend- Varietv of management problems. Ther 


ors, trade associations, advertising enjoy certain advantages because the! 


agencies, and auditors, may be regarded long association makes them familia! 
3} The term “‘management engineer” is coming to have 5 The most thorough consulting investigat 

the greatest acceptance in describing the profession, type which came to the writer’s attent 
although this is less accurate than “management comprehensive study of all the records syst 
consultant” since many types of service involve little merchandising firms. It was made for a gr 
‘‘engineering” as that term is ordinarily understood. stores in a major city by a manufacturer of acc 
‘Industrial engineer” has considerable usage, but this equipment. The objective of this study wa 
term usually refers to the consultant whose service mine means of increasing the degree of mecha! 
relates principally to manufacturing or production. of all types of department store records. 
4Temporary managers might be added as another 6 An association of producers of building mat 
class. Active administrators who serve their clients for example, recognizing that its industry 

by temporarily assuming full responsibility for man- placed at a competitive disadvantage 
agement decisions are, however, not strictly consult- freight rates, offers free counsel to members 


1 


ants, but temporary managers. The distinction is problems 


difficult to make in practice. 








The Place of Management (ounsel in Business 453 


ofessiona with the business and facilitates put- 
os sing their recommendations into effect. 

has “ghly Specialized consultants are analogous 
. sas medical specialists such as surgeons. 
“Dug By restricting their activities to a 
} by narticular industry or type of manage- 
eee ent problem, such consultants acquire 
eae) oth of experience, but may lack the 
there ar readth of knowledge expected from 
ee : outside advisor. 

~ Trad General consultants are analogous 
vdieo medical clinics in that they have 
sie specialized personnel for each class of 
regia roblems. Usually this specialization 
ubstit Se. ae 

: a functional character such as 
rew s, manufacturing, cost control, fi- 
a nance, and industrial relations. The 
saga imber of firms actually staffed to 
rs . deal with almost all management prob- 
ow lems is probably small, although the 
me number which claim this competence is 
I rge. A firm of this type offers the 
advantages of completeness of diag- 
n nosis, balanced view of all aspects of 
a 1¢ business, and a capacity for 
— ntegrating business management. In 
co a firm, however, there is also the 
se danger of charlatanism. 

m Consultants may also be grouped 
= according to the general field or man- 
ag agement function with which they deal. 
at ror example, in one of the largest con- 
. Th sulting engagements in recent years 
ai ‘ major firms were hired, one 


qualified to deal with 

rds and controls, one specializing 

duction engineering, and one in 

Difficulty is experienced, 

vever, in classifying consultants on 

rthodox functional basis because 

‘firms are staffed for, or believe 

ives capable of, dealing with 

material, more than one aspect of management 

tees I reluctant to admit the re- 
ted area of their specialization. 

Some consultants are identified with 

cular industries in which the bulk 


particularly 


Lilig. 





of their experience lies. There are, for 
example, firms which restrict them- 
selves to coal mining, others which 
specialize in transportation, some which 
serve only governmental agencies, etc. 
Industry specialization has obvious 
advantages in shortened learning period 
and in technological expertness, but it 
may rob the consultant of some of his 
most important advantages over the 
client’s own executives, namely, objec- 
tive viewpoint, breadth of experience, 
and cross fertilization of ideas. 
Consulting firms vary considerably 
in size, ranging from one-man, part- 
time operators at one extreme to firms 
with a large staff and offices in several 
cities. Although there may well be an 
optimum size, it depends so much upon 
the degree and character of specializa- 
tion and the nature of the work under- 
taken that generalization in this respect 
is dangerous. The prospective client 
should, however, remember that in 
rendering a service, which is highly 
personalized and closely dependent 
upon competence of individual em- 
ployees, the danger of uneven quality 
of personnel, incompetent subordinates, 
and inadequate supervision increases 
as the firm grows in size. On the other 
hand, firms which are too small may 
not possess the required degree of 
competence unless work is vigorously 
restricted to a narrow specialty. 


Conditions Causing Employment of 


Consultant 


An executive, in determining his own 
need for consulting services, may well 
inquire into the specific conditions of 
the business which caused the employ- 
ment of management engineers. What 
symptoms led to the engagement of 
consultants ? What were the real causes 
of management difficulties ? What types 
of management problems were in- 
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volved? Does the attitude or tempera- 
ment of the executive play an important 
role? 

It is dificult to isolate the conditions 
which actually cause consulting en- 
gagements. Symptoms are frequently 
mistaken for real difficulties. Rationali- 
zation, that is, citing of ““good”’ reasons 
rather than the actual reasons, clouds 
the investigation. Emotional aspects of 
the situation, moreover, sometimes 
transcend the economic causes in im- 
portance. Furthermore, the conditions 
vary with the prosperity of the firm 
and the competence of its management. 

The most frequently mentioned 
types of danger signals were various 
kinds of unsatisfactory operations. 
Unprofitableness, usually over a long 
period of years, frequently resulted in 
studies directed at general recondition- 
ing. Such investigations were initiated, 
for the most part, by control interests 
higher than the active management, 
notably creditors, when poor operations 
resulted in credit stringency. In some 
instances, assistance was sought before 
operations actually became unprofit- 
able. Unfavorable outlook, caused by 
adverse long-run trends of the industry 
or company or by the phase of the 
business instigating 
symptom for foresighted management. 
Rising costs, either absolutely or rela- 
tive to competition, or unsatisfactory 


cycle, was an 


operation of a particular department or 
signals which 
seek 


activity, were danger 
frequently led management to 
outside assistance. 

The actual management 
difficulties should be sharply distin- 
above-mentioned 


causes ol 


guished from the 
symptoms, since the real difficulties of 
a company frequently do not lie where 
its management thinks. 

7 For example, in a prominent manufacturer of steel 
specialties now in the hands of a third generation 
family management, some executives exhibited little 


interest in keeping abreast of new management 
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The causes of consulting eng, 
ments vary in importance with 
quality of the management. A 
petently administered company usua 
engages consultants for problems w} 
are specific. New and unfamiliar co; 
tions caused by changed product 
processes, or distribution methods. 
by the outgrowth of established policie; 
and methods, sometimes give rise } 
management problems requiring 
help of specialists. A well manag: 
company of small or medium 
moreover, frequently finds it un 
nomical to have a staff sufficient 
specialized to deal with problems wh 
occur infrequently. Such a compan 
may engage outsiders for difficult 
beyond the scope of its own person: 
Furthermore, a competent manage- 
ment, faced with a major policy d 
sion, may desire an investigation mor 
thorough than its own staff 
shoulder. Similarly rapid changes 
the rules of the game through alte: 
legal, social, or economic conditior 
give rise to management prob! 
requiring the help of specialists. O 
sionally a newly appointed execut 
who is unfamiliar with the business, 
uses a consulting firm to speed 
comprehension of the major problen 
of the enterprise. 

In concerns which are poorly 


t 


aged, on the other hand, the fundame! 
tal causes for management difficulties 
may lie in incompetence and apathy 
This condition may develop as a res 
of the self-satisfaction and lack 
interest which sometimes come Wi! 
long experience in a particular job, 
as a result of the protective insula 
of nepotism, i.e., the inheritan 
executive positions.’ 

developments, since their position and c 


. f 7 ee 
vancement was a function of genealog) 
their contribution to the manageme! 


enterprise. 


ring 


mana 
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firms, obsolete technology, 
tmoded products, outdated 
‘nt, or antiquated operations, 

v develops and goes unrecog- 
\lanagement techniques also 
antiquated because rapid prog- 
the art makes it difficult for 
ves, who are pressed by routine 
nistration, to read and inquire 
ively enough to keep up with 
evelopments. Essentially, most 
se conditions may be attributable 


, staff which is incompetent to deal 


s problems or compares unfavor- 
with the competence of the con- 
nt’s personnel. In some instances, 
ndition shows itself in disagree- 
regarding fundamental company 
which becomes so complete 
esults in such personal bitterness 


t an outsider is required to obtain a 


basis for decision and to arbi- 
the dispute.® 


xperienced buyers of consulting 
vices apparently employ consultants 


unsatisfactory operation of a 
icular activity cannot be corrected 


heir own personnel. They recognize 


ts of economical managerial 


ialization imposed by the size of 


frm and view consultants as a 
of temporarily supplementing 
wn staff in dealing with an un- 

problem or one requiring 
specialized skill. Aware of the 
ease with which a_ successful 

can apathetically slip into 


juated management methods, such 


ives sometimes use consultants 
ally for management audits.® 


e of a small manufacturer of patent medi- 
stributed its products by mail directly 
, the question of the desirability of 
s distribution method gave rise to a 
ite within the management so bitter 
| as to impair seriously the effectiveness 
ation and make decision on a factual 
isis impossible. A consulting firm was 
nduct an impartial investigation and 


Attitudes of Executives. It is impossi- 
ble to ignore, in discussing causal cir- 
cumstances, the important role of the 
attitudes and temperament of execu- 
tives. Hiring a consultant is often 
a basic policy decision particularly 
charged with emotion. By being aware 
of the emotional and temperamental 
factors which are exploited by some 
consultants, the executive may fortify 
himself against such blandishments and 
make this decision on a more rational 
basis. 

A predisposition to seek advice, 
which does not necessarily indicate 
indecisiveness but often unwillingness 
to take momentous steps without thor- 
ough investigation, was perhaps the 
most striking trait of executives who 
made frequent use of consultants. Be- 
lief, sometimes justified, that outside 
experts possessed information, or in- 
sight, not available to the management, 
appeared important in the background 
of many engagements. Desire for econ- 
omies, for outside confirmation of the 
correctness of policies, for the assump- 
tion of responsibility for disagreeable 
actions, are all significant motives 
leading to consulting engagements. 


Management Problems. To under- 
stand the conditions that cause em- 
ployment of management engineers, 
it is important to consider not only 
the danger signals, the causes of the 
company’s difficulties, and the tem- 
perament of its executives, but it is 
also pertinent to inquire into the 
specific types of management problems 
make recommendations without respect to the per- 
sonal interests of the disputants. 
® A hosiery manufacturer, for example, reported use 
of consultants every three or four years for a review 
of general office procedures with a view to weeding 
out accumulations of paper work no longer needed, 
bringing methods up to date, and preventing his 
organization from “getting into a rut.” 
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for which assistance is sought. The 
type of problems most commonly 
dealt with in consulting engagements 
are listed below in the order of the fre- 
quency with which they were encoun- 
tered in the writer’s survey. 


1. Production problems, e.g., production 
control, manufacturing methods, and cost 
reduction. 

Marketing problems, e.g., studies in 
consumer attitudes and preferences, analy- 
sis of policies regarding products, cus- 
tomers, channels of distribution, and sales 
promotion. 

Accounting problems, e.g., 
conanal. budgets, and cost controls. 

4. Personnel problems, e.g., the appraisal 
of the executive personnel, installation of 
wage payment plans, etc. 

5. Organization problems, e.g., grouping, 
allocation, and integration of executive 
duties. 


inv entory 


Factors Affecting Kind of Service. The 
relative popularity of the various kinds 
of consulting services appears to be 
affected by certain recognizable forces. 
An analysis of our case histories from 
this viewpoint should prove helpful to 
the executive in determining the exact 
kind of service needed. 

During the depression phase of the 
cycle, corrective surveys with empha- 
sis on reduction of expenses and in- 
crease in sales are in demand. The 
clients who desire these services are, 
for the most part, saddened investors, 
such as bondholders’ protective com- 
mittees, and banks with loans overdue. 
Management itself also employs con- 
sultants for assistance in coping with 
adverse general business conditions. 
During the recovery phase of the cycle, 
management is the principal client, 
rather than owners or creditors, and 
assistance is sought on operating prob- 
lems. During the prosperity phase 
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investment bankers became important 
clients for studies preliminary to secur- 
ity flotations. Thus, it is clear that the 
business cycle affects both the king 
of client and the type of engagement, 

As the typical firm grows in size jt 
passes through distinct stages requiring 
corresponding types of outside counsel. 
When a firm outgrows “memory- 
control” of production and costs, for 
example, assistance in devising a rec- 
ords-control system may be needed. 
Similarly, when a concern is struggling 
toward an organization with a ful] 
complement of stafi functions, it passes 
through stages of adolescent awkward- 
ness when temporary outside assistance 
may be needed to supplement its own 
staff. Finally, as a business begins to 
suffer from “‘ hardening of the arteries” 
because the management is growing 
““stale”’ or averse to new ideas, the 
need for outside stimulation may be- 
come acute. Evidence of this life cycle 
is inadequate, and not all businesses 
pass through exactly the same sequence 
of stages, but many case histories fit 
into this pattern. 

As an executive becomes more ex- 
perienced in the use of management 
counsel, the type of service he pur- 
chases tends to change. Some execu- 
tives, for example, have passed beyond 
the stage of a desire for a general survey 
of all activities and now use outside 
counsel only to correct defects in 
a particular activity. Others avoid 
certain kinds of engagements as a 
result of unfortunate experience with 
them. 

A great interest in wage incentivé 
installations was evidenced during the 
World War; subsequently in the early 
nineteen twenties consultants were fre- 
quently engaged to aid in developing 
paternalistic personnel programs. In 
the later nineteen twenties, unprec- 
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fented interest in budgets manifested 
it Thus, there appear to be popu- 
larity cycles even in management 
metns ds. 
Legislative and competitive develop- 
alter the environment of the 
business concern and confront its 
management with new types of prob- 
ems for which outside counsel may 
seem desirable. Recent interest in 
expert advice on social security records, 
ndustrial relations, and price dis- 
rimination, for example, have been 
aused primarily by changed legislative 
nvironment. 


Factors Affecting Success of Engagement 
An executive who contemplates em- 
ying consultants is interested in 

‘nowing what steps can be taken to 

maximize the chances of success. What 

kinds of enterprises are most likely to 
profit from such engagements? What 
sorts of management problems are 
management engineers most likely to 
with successfully? What special 
ilities and advantages enable con- 
itants to contribute to the solution 
these problems ? What arrangements 


Kind of Enterprise. Before engaging 
2 consultant an executive should con- 


sider whether his is the kind of enter- 
prise which is likely to benefit from 


nsulting services. Are certain indus- 


tries more apt to be helped by manage- 


ent engineers than others? Does a 
arge company benefit more than a 


small one? Is a progressive manage- 
ment more likely or less likely to be 
helped than is a backward manage- 
ment? ‘These questions are difficult to 


ver, for evidence from our survey 


tunately, no clear-cut classification is possible 

€ the appropriateness of a particular problem for 
assistance is dependent not only upon the 

f the problems but also upon the size, type, 


is incomplete and largely negative on 
these matters. 

Although the sample is too small to 
be conclusive, the survey produced no 
evidence that some industries make 
more use of outside counsel than others 
or that engagements are more success- 
ful in certain industries than in others. 
Moreover, there appears to be little 
a priori support for such a belief. 

Although there are numerous cases 
of extensive use of counsel by very 
large concerns, there are some grounds 
for believing that such work should 
at least be restricted to specialized 
studies. In general, best opportunities 
for contributions appear to lie in 
medium-sized and small companies 
which frequently find it economical 
to supplement temporarily a perma- 
nent staff which is necessarily restricted 
in its degree of specialization. Obvi- 
ously, there is a lower size limit below 
which the costs of management spe- 
cialists exceed their contributions. 

There is no apparent correlation 
between the caliber of a company’s 
management and its use of consultants. 
Although poorly administered concerns 
may need consultants more, they are 
likely to recognize this need less. Com- 
panies with progressive management, 
on the other hand, are frequently more 
alert to the potential contributions of 
business consultants, may select more 
astutely, and are likely to utilize con- 
sultants’ findings more effectively. 


Type of Problem. Selection of an 
appropriate project is essential to 
a successful consulting engagement. 
Types of problems which appear to be 
best suited for expert counsel are listed 
on the following page.” 
and specific inadequacies of the client’s organization 


and upon the general ability and special capacities of 
the consultant. 
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1. Problems possessing a high degree 
of similarity, regardless of the indus- 
try; e.g., production control, inventory 
control, and wage incentives. 

2. Problems requiring specialized 
knowledge of management techniques 
or of manufacturing technology; e.g., 
budgets, market research, and machine 
design. 

3. Problemsoccurringsoinfrequently 
that it is uneconomical for the client’s 
executives to handle them; e.g., changes 
in distribution methods, location or 
layout of plant, development of sales- 
men’s compensation plans, and revi- 
sions of policy and records required by 
the Social Security Act and the Robin- 
son-Patman Act. 

4. Problems necessitating impartial 
certification; e.g., market research and 
surveys made in connection with secur- 
ity underwritings. 

5. Problems requiring an outside 
arbitration; e.g., elimination of the 
evils of nepotism in a family-ridden 
concern or an adjudication of disagree- 
ments regarding major policies. 

6. Problems involving disagreeable 
or damaging personal relations with 
other executives; e.g., managerial re- 
organizations, curtailment of executive 
personnel, and differential adjustment 
of executive salaries. 


Ability of Consultant. Selection of a 
competent consulting firm is perhaps 
the most important factor in the suc- 
cess of an engagement. Since consult- 
ants differ greatly in general ability 
as well as in specialized training and 
experience, thorough investigation is 
essential. 

The ability of a consultant to con- 
tribute to the solution of the manage- 
ment problems of a business with which 
he has had no previous familiarity may 
be explained in the light of certain 
characteristics in the training, experi- 
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ence, and status of the capable consy!t- 
ant. These advantageous characteristics 
are listed below in what the writer 
believes to be the order of their impor- 
tance for successful consulting work. 

1. Systematic, analytical approac! 
to business problems: By applying th 
attitudes and methodology of th 
scientist to the solution of problem; 
of practical business policy, the con- 
sultant develops a research approac! 
and habits of systematic analysis 
facts that readily account for the con- 
sultant’s ability to aid in making sound 
decisions. 

2. Objective point of view: Becaus: 
of his questioning, critical attitude, and 
his perspective, gained through famili- 
arity with the same problems in othe: 
settings, the competent consultant 
able to appraise policies and practices 
in the light of their effectiveness rather 
than their historical origins. 

3. Background of varied experienc: 
Dealing with similar problems in many 
companies enables the consultant 1 
benefit by the mistakes of former clients 
and to become acquainted with the 
most successful managerial practice 
in use. Thus, he develops a background 
of experience which should enhan 
his resourcefulness and improve | 
business judgment. 

4. Independence and impartiality: 
An outsider with no loyalties or career 
prospects within the client firm is ab! 
to attain an independence which en- 
ables him to criticize policies free!) 
appraise past experience fearlessly, and 
get access to outside information not 
revealed to the client’s executives. 

5. Time and opportunity for sys- 
tematic study: Freed from interruption 
and preoccupation with routine ad 
ministration, the consultant is abl 
hasten the solution of problems. 

6. Specialized knowledge: There « 
problems which occur so rarely 


+ 








sult. -equire such specialized knowledge that 
istics -hey may be solved more economically 
Vriter ‘engaging a specialized outsider 
npor- : y schooling the client’s own 

WOrk ganization. 
roa +. Facility for effective presentation 
gu f results: As a consequence of experi- 
the ice in systematizing information and 
lems vriting reports, the consultant develops 
aot . facility for clear, forceful presenta- 
‘oach tion. This not only serves to clarify 
Sis ssues for the client’s executives, but 
“08 nay also lead them to decision and 
) tion on matters over which they have 


rastinated. 
Prestige: Because of the consult- 


AUSL » 

and int’s status, implied authority, and 

mili- easy access to the top management, he 

thet : is an advantage over the insider in 

It is taining information and _ bringing 

CES bout action on his suggestions. 

ther g. Willingness to assume responsi- 
bility for disagreeable duties: Responsi- 

nce ity for changes in personnel, salaries, 


in) r organization structure, for curtailing 
inprofitable service facilities, and for 

nts rcing payment of slow accounts may 
tt only painful to the chief execu- 

but also injurious to his future 

ind isefulness. Willingness to assume the 
is for this responsibility is one of the 

iltant’s key advantages. 


Arrangements with Consultants. The 

of a consulting engagement 

iepends not only upon the character 

n- t the enterprise, the suitableness of 
problem, and the competence of 


ssful engagements the consultant, at least 

g the investigatory phases of the project, is 

assigned a staff function in a strictly 

capacity with all suggestions flowing through 

ect to the veto of line executives. When the 

re being applied, the consultant may assume 

|” authority in cooperating with the 

riate line executive or he may be temporarily 
ministrative authority. 

For example, one astute “repeat” client specified 

work be planned and supervised by the con- 

t carried out by his own personnel. Instead 

number of the consultant’s staff, a partner 
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the counselor, but also upon the operat- 
ing arrangements made with consult- 
ants. On the basis of an analysis of 
successful work certain general precepts 
can be suggested. 

1. Theengagement should be planned 
in advance as completely as possible 
in order to clarify the objectives, 
method of approach, scope, duration, 
and probable cost. A definite under- 
standing should be reached concerning 
the functions, responsibilities, author- 
ity, and status of all parties." 

2. Harmonious relationships _ be- 
tween the personnel of the client and 
the consultant are essential in order to 
utilize fully the client’s practical knowl- 
edge, stimulate and educate the client’s 
personnel, and reduce the cost of the 
engagement.” 

3. A specific program for translating 
the consultant’s recommendations into 
action is essential if permanent benefits 
are to be derived. Frequently his assist- 
ance is needed in carrying through such 
a program.’® 

4. A suitable basis for remuneration 
should be arranged. For most types of 
work, per diem rates with an agreed 
maximum total seem most satisfac- 
tory. Retainer fees appear particularly 
suitable for follow-up engagements. 
Fees contingent upon “success” are 
likely to involve disagreement or at best 
uncertainty regarding their amount. 

The foregoing discussion indicates 
that the chances of success for a con- 
sulting engagement can be enhanced: 
spent one day a week in general supervision and one 


staff man spent full time directing a number of the 
client’s employees. 

13 Perhaps the most common cause for unsatisfactory 
consulting work is the failure to take steps for assuring 
adoption of recommendations. Reports which merely 
gather dust on executives’ desks do the business little 
good. The blame for this condition may fall partly 
on the company executive, but to a great extent it is 
a reflection on the skill of the consultant. In any 
event, such a development can be obviated if arrange- 
ments are made in advance for a systematic “follow 


” 


up. 
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first, by inquiring whether the com- 
pany has propitious industrial, size, and 
managerial characteristics; second, by 
making sure that the problem is suited 
to outside counsel; third, by selecting 
a consultant who possesses the traits 
most advantageous in this kind of 
work; and, fourth, by making the type 
of operating arrangements which have 
proven most satisfactory in successful 
engagements. 


Contributions and Limitations 

An executive who contemplates em- 
ployment of a management engineer 
should appraise the benefits he may 
reasonably expect. What are the major 
contributions of the professional con- 
sultant? What additional indirect bene- 
fits may result? What limitations are 
inherent in consulting work? What 
defects should be guarded against? 
Each of these queries is discussed 


below. 


Major Contributions. The major con- 
tributions of the consultant are diag- 
nosis of the fundamental causes for the 
company’s difficulties and correction 
of these defects. The ability to cut 
through a maze of symptomatic prob- 
lems and lay bare the basic causes of 
the company’s troubles is a contribu- 
tion of greater importance than is 
usually recognized by clients.'4 In 
many cases the prescription of a 
remedy does not require ability of as 
high an order as does the diagnosis of 
the disease. 

Solution of the basic difficulties re- 
vealed by the diagnosis takes many 
forms and usually includes scientific 


14 A large merchandising establishment, for example, 
had been industriously treating symptoms for years. 
When a consulting firm was engaged it made an 
exhaustive analysis of merchandising trends as they 
affected this company. As a result it isolated the basic 
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study of the problems, formulation of 
practical policy recommendations, and 
assistance in carrying out the program 
of recommended changes. 

Underlying the obvious service of 
diagnosis and correction of defects js 
the basic contribution of practical, 
creative business research—perhaps the 
essence of the management engineer’s 
raison d’étre. Critical, exhaustive, im- 
partial investigation focused upon prac- 
tical solution of business problems, but 
uncolored by tradition, internal poli- 
tics, or personal interest, lies at the 
root of most contributions of profes- 
sional consultants. 

Indirect Benefits. Closely associ- 
ated with these major contributions 
are certain auxiliary benefits which 
derive indirectly from _ consulting 
engagements. 

Education and inspiration of the 
client’s personnel through training in 
a new and better approach to manage- 
ment problems has been a fundamental 
contribution of some of the leaders of 
the consulting profession. In addition 
to the consultant’s advanced manage- 
ment philosophy, the example of his 
practical creative research has con- 
siderable indirect value in training the 
client’s executives in research methods. 
Furthermore, the intrusion of men with 
a fresh viewpoint frequently acts as a 
catalytic stimulus and inspiration to 
executives who have grown “stale,” 
self satisfied, or custom-bound. 

The consultant is also frequently 
able, directly or indirectly, to improve 
the caliber of the client’s executive 
personnel and correct defects in its 


economic cause of the company’s difiiculty, namely, 
the continued operation of a major division whic! 
had no prospect of ever being anything but a costly 
drain on an otherwise profitable business. 
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a the selection and development of the 

itive personnel and by rearrang- 

administrative responsibilities. Fur- 

rmore, an outside engineer can often 

mal available information and skills 

hat are already present in an organiza- 

‘ion but which have been suppressed, 

ither by a system that discourages 

sgestions from the lower levels, or by 

jividuals in the organization who, 

igh habit, decline to accept new 
is from colleagues or subordinates. 

Acquainting the client’s organization 

h specific modern management tech- 

les is a concrete auxiliary service 

considerable importance. Rapid ad- 
es in methods of executive control 

it dificult for the routine admin- 

r to keep abreast of new develop- 

ts which the consultant, because of 

lis wide contacts, varied experience, 

ialized reading, and creative re- 
should know about. Hence, 

dic review of policies and methods 

a company which may have lapsed 

to bad habits and fallen behind the 

of progress may correct the 

lefciencies arising from obsolescence 

omplacency.!® 


Limitations. As a partial offset to the 
tributions and benefits of consulting 
rk are certain limitations which have 


an important bearing upon the decision 


engage a consultant and upon the 
ter of the relationships with 
\ distinction can be made be- 


tween “limitations”? which are to 


me degree inherent in the nature, 


irance that existing policies are correct is 
an indirect contribution of considerable 
cal value. There is a distinct gain in confi- 
rale when an outside expert in the course 
gement audit approves methods already in 


f some consulting engagements appear 
social. These ill effects are to some extent 


status, training, and experience of even 
the best consultants, and “‘defects”’ 
which should be found only in inferior 
operators. The principal limitations 
may be summarized as follows. 

1. A preliminary, partially unpro- 
ductive, learning period is unavoidable 
in learning the practical details of the 
client’s business. The length of this 
period varies with the character of the 
problem and the competence of the 
consultant; it can be somewhat reduced 
by choosing men with experience in the 
same or allied industries or with 
similar problems. 

2. Theconsultant must effect changes 
through the media of the client’s own 
personnel. Enduring reforms can be 
accomplished only through inspiration, 
education, or change of the client’s 
executives. The management engineer’s 
suggestions are subject to executive 
veto and depend, if they are to be put 
into effect, upon the voluntary cooper- 
ation of the persons affected. This 
characteristic of professional work re- 
stricts the ability of a retained con- 
sultant to make lasting contributions 
during his short stay, and may result in 
transient reforms endangered by back- 
sliding and vindictive reaction. 

3. The consultant’s position as agent 
of the client restrains him from action 
which would be detrimental to the 
welfare of his principal. He cannot 
make recommendations in line with the 
“larger good”’ if they are incompatible 
with the interests of the control group 
which retains him.'® Thus the degree 
of his professional independence is 


inherent in the capitalistic system. No individual 
enterprise can be expected to make sacrifices for the 
welfare of the entire economy which are out of pro- 
portion to the benefits it may expect to reap. Further- 
more, such actions as curtailment of expenses during 
a recession period may be more socially desirable than 
may pave the way 


is generally believed because they 
for recovery. 








462 


somewhat curtailed by the commercial 
necessity of continuing in the good 
graces of those who employ him. 

4. Consulting services are expensive 
because of the necessity for keeping a 
competent organization continuously 
available and because of the costliness 
of selling this kind of personal service. 


Defects oO} Incompetent 
There are certain defects, not inherent 
in the status of the consultant but 
found among poorer operators, which 
constitute dangers that the prospective 
client should guard against in selecting 
a management firm. 

Some management engineering firms 
rely upon the camouflage of a pompous 
title and an esoteric jargon to hide the 
incompetence of their personnel. Young, 
inexperienced junior staff men are often 
supervised and given 
than their ability 


Operators. 


inadequately 
more authority 
justifies. 

Some consultants, because they lack 
adequate practical experience, over- 
emphasize the theoretical similarity of 
business problems and make recom- 
mendations which insufficient 
consideration to the individual peculiar- 
ities of the client’s business. Some even 
go so far as to peddle stereotyped sys- 
tems and panaceas. In many firms 
there is a tendency to exaggerate the 
importance of the expert’s own spe- 
cialty and see all problems in the light 
of his particular approach to manage- 
ment. Unrealistic recommendations are 
sometimes made, furthermore, because 
the consultant does not rec nize such 
factors as the growth of union strength 


give 


and government regulation of business. 
These developments, by throwing many 
management decisions into the arena 
of negotiation, raise the level of com- 
petence required to do effective con- 
sulting work. 
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Management engineers frequently 
are unable to get their recommenda- 
tions translated into action. Sometimes 
this inability is because their sugges. 
tions are based on faulty diagnosis and 
result in written reports which attempt 
to palm off hindsight for foresight. 
plagiarize the ideas of the management 
they criticize, and add nothing to the 
client’s understanding of his problems. 
Sometimes the cause lies in excessiv: 
reliance on written reports and 
failure to work out a program fo; 
assuring acceptance of suggestions. 

Not infrequently an outside coun- 
selor overemphasizes_ records. Im- 
pressed by the difficulty of obtaining 
certain information during his period 
of learning the business, the professional! 
consultant develops a belief that thes: 
facts should be matters of record 
not fully realizing that many 
them can be more economically and 
effectively kept in the minds of t! 
executives. The result of this experi- 
ence is that the consultant often leaves 
a heritage of paper work which sub- 
sequent experience proves to be inter- 
esting but not useful. 

Finally, the revolutionary speed wit! 
which retained counselors sometimes 
bring about changes may disrupt th 
organization and damage its moral 
Moreover, short-run operating eco! 
omies are frequently squeezed from the 
company at the expense of indi 
vidual tragedies and neglected s 
responsibilities. 

The foregoing discussion indicat 
that the diagnosis and treatment of th: 
company’s difficulties brings collatera 
benefits in improvement of the client 
personnel and organization. Limita- 
tions, however, appear in the form o! 
an unproductive learning period, diff 
culty in making reforms endure, 
strictions of an agency relationshi; 
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expensiveness of the service. 
perators have additional defects 
should be guarded against in 
g a consultant. 

Function 

mpo of change affecting busi- 
day is probably faster than ever 
. New products, new methods of 
ion and marketing, new gov- 
al policies, are all forcing man- 
idjustments at ever-increasing 


|. Competition is becoming more 


plex, involving ever-widening cir- 


f inter-product substitution; and 


r-expanding facets of rivalry. Indus- 


mpetes with industry and nation 
nation, and competition overflows 
nfines of price-quality compari- 
and assumes new forms of com- 
persuasion and control. 
this increasingly dynamic eco- 
environment management meth- 
vhich formerly enabled companies 
iintain positions of leadership 
ow be continuously modernized. 
nse to the increased complexity 
igement’s task, not only has the 
' managerial specialization 
the company increased, but, in 


mn, specialized counsel has been 
vailable on a professional basis. 

s, the management consulting firm 
be regarded as a service agency 
ted jointly by a group of busi- 
ncerns which feel the need of a 
degree of managerial specializa- 
han is economical within the 
n. Viewed from this standpoint, 
ment engineering firms may be 
perform a sort of marketing 
providing a clearing house 
nagerial specialists which makes 
le to small and medium-sized 
the services of a staff of high 

en on a part-time basis. 
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It is interesting to speculate about 
the possible effects of management con- 
sulting upon the functioning of the 
economic system as a whole. While the 
influence of this profession is recog- 
nized to be small, it may be worth while 
to point out some of the directions 
which this influence may take. Avail- 
ability of the services of high caliber 
specialists to small and medium-size 
firms has the effect of inducing back- 
ward companies to adopt advanced 
managerial techniques. This develop- 
ment may tend to accelerate the rate 
of technological progress by closing the 
cultural lag between the best and the 
most poorly managed companies. In 
some instances, this service keeps sub- 
marginal firms afloat, or more pre- 
cisely elevates them to a super-marginal 
status. In other cases the con- 
sultant, by recommending liquidation, 
speeds the elimination of the unfit. 
If the effect of his assistance is to lower 
costs and increase productiveness, it 
is a factor in raising the material 
standard of living. To the extent that 
consultants assist business men in 
adjusting to new economic legislation 
such as the Social Security Act, the 
Securities and Exchange Act, and the 
Robinson-Patman Act, they expedite 
the adaptation of the business com- 
munity to its new political environment. 

Thus the consultant, by speeding 
managerial and technological progress 
and aiding executives in adjusting to 
their complex and rapidly changing 
political and economic environment, is 
one influence toward increasing produc- 
tivity, raising the standard of living, 
and eliminating or reconditioning the 
competitively unfit—services which 
help keep the capitalistic system 


functioning. 


17 Some of the activities of consultants, directly or 
indirectly, have a tendency to increase the degree of 
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Conclusions 


General conclusions regarding the 
place of management counsel in mod- 
ern business may be summarized as 
follows. 

1. The extensive use and far reach- 
ing effects of professional management 
engineering force the thoughtful execu- 
tive to a careful consideration of its 
potential usefulness to him. 

2. Consultants may be classified 
on various bases. Some restrict them- 
selves to a particular kind of manage- 
ment function such as_ production, 
sales, or finance. Others specialize on 
one industry or one type of institution, 
such as department stores or govern- 
ments. Others concentrate on a partic- 
ular form of consulting service, such 
as surveys, installation of systems, 
continuing service, or temporary ad- 
ministration. Consultants range in size 
from large clinics, which include on 
their staff specialists of various types, 
to one-man, part-time operators. 

3. Professional management engi- 
neers are hired under various circum- 
stances, commonly when the concern 
is facing management difficulties and 
the chief executives have tempera- 
ments and attitudes conducive to the 
use of outside aid. The type of assist- 
ance demanded depends upon the kind 
of difficulty, the stage of the company’s 
development, the experience of the 
management, and the phase of the 
cycle. 

4. To maximize the 
consulting engagement it is important 
to make sure that the enterprise is of 
a type likely to benefit from such 
services, and that the management 


success of a 


monopoly. By facilitating industrial cooperation 
through the policing of trade associations, consultants 
sometimes are directly instrumental in making price 
and output policy more monopolistic. By improving 
the technique of large-scale management and by 
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problem is suitable for professiona| 
counsel. Problems having high func. 
tional similarity, requiring specialized 
knowledge, occurring infrequently, ne- 
cessitating independent verification. 
requiring outside arbitration, or jp. 
volving damaging personal relation. 
ships appear particularly appropriate, 
5. Since consultants vary enor. 
mously in general caliber as well as in 
specialized experience, and since the 
service is highly personalized and de 
pends for its efficacy on complete con- 
fidence, it is particularly important 
that care be exercised in choosing t! 
consultant. A thorough investigatio: 
of his training, experience, and succes 
with former clients should always pre- 
cede the employment of a consultant 
The capable consultant because of ! 
training, experience, and status has 
tain advantages; among the most in 
portant of these are: an analyti 
approach to business problems, 
objective viewpoint, a background 
varied experience, independence, i 
partiality, prestige, and the willingnes 
to assume disagreeable responsibilities 
6. In making arrangements with 
consultant it is important to defin 
carefully the scope of the engagement 
and have a clear understanding of th 
status of the consultant, his relati 
ships with the client’s organizat! 
and the functions and responsibilitie 
of both parties. In order to assur 
permanence of changes, it is desirab 
to lay out a specific program 
putting recommendations into effect 
since enduring improvements must b 
brought about principally through t 
inspiration and education of the client’ 
own personnel. 





enhancing market differentiation, the consu!t 
indirectly exercise an influence toward increas 
imperfection of competition. Whether this 
against the continuation of our capitalistic e« 
is controversial. 
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ssiona! -. The principal contribution of the 
| func. -nagement engineer is constructive, 
‘lalized sractical research directed at the diag- 
ly, ne- nosis of the causes for the company’s 
cation. lties and at recommendation of 
Or in- -emedies for them. Important auxiliary 
lation- | fts which derive from this central 
riate. -ontribution are the education and 
enor- aspiration of the client’s personnel 
I as in and the improvement of its executive 
ce the rganization. 
id de- 8. Partially offsetting these benefits 
€ con- re certain inherent limitations: an 
ortant inproductive learning period, the un- 


rtainty and delay of effecting changes 
the media of the client’s per- 
icces nnel, the restrictions of an agency 
\ip, and the high money cost 
nsulting services. Inferior con- 


S pre- relationect 





sultants have additional shortcomings: 
recommendations are often unrealistic 
and are not translated into a program 
of action; records are overemphasized; 
and the personal tragedies attendant 
upon change are neglected. 


The economic function of the con- 
sultant is to aid management in coping 
with a kaleidoscopic economic environ- 
ment by making available specialized 
assistance on a professional basis. To 
the extent that the consultant aids 
management in its complex task, the 
economic effect is toward the elevation 
of the material standard of living and 
the continuation of our capitalistic 
economy. 








EXECUTIVE COMPENSATION POLICIES OF SMALL 
INDUSTRIAL COMPANIES, 1928-1936 


BY JOHN CALHOUN BAKER 


HE question of corporate size 

is a problem of national impor- 

tance today, and any answer 
to such a complicated and involved 
economic condition can only be secured 
by examining it from many different 
angles. One important phase of the 
question is the payment of executives. 
Previous studies by the writer in the 
area of executive compensation sup- 
port the conclusion that size, as 
measured by assets, leads on the aver- 
age to substantial differences in such 
payments, both in actual dollar amounts 
and in relation to earnings and sales. 
It is the purpose of this study, there- 
fore, to examine in detail payments to 
executives by “‘small” listed corpora- 
tions, that is, companies with assets in 
1936 less than $10,000,000. The scope 
will not be so wide as to include the 
unlisted group of very small companies 
which rose to national attention by 
their vehement and vociferous state- 
ments in Washington early in Feb- 
ruary, 1938. 

Unfortunately we are accustomed 
to think of business, even among listed 
companies, as being conducted by 
General Motors Corporation, Ford 
Motor Company, General Electric 
Company, the International Harvester 
Company, Standard Oil Company (New 
Jersey), and similar large organiza- 
tions, and we too seldom recollect that 
the Cream of Wheat Corporation, the 
Bon Ami Company, Cutler-Hammer, 
Inc., Scott Paper Company, and a host 
Note: The author wishes to acknowledge his indebted- 


ness to the Harvard University Committee on Re- 
search in the Trade Cycle for a grant of money which 
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of others are also actively and success- 
fully engaged in business. These smaller 
listed companies, it must be remem- 
bered, are publicly owned, just as the 
larger ones are, and therefore have the 
same problems and public responsi- 
bilities as the larger companies. Infor- 
mation concerning salary payments of 
all listed companies is made available 
for study by the Federal Trade Com- 
mission and the Securities and Ex- 
change Commission. 

The studies leading to this artic! 
assist in answering the following ques- 
tions concerning the payment of execu- 
tive compensation by small companies 
How much are executives paid in actual 
dollars? What percentages of earnings 
and of sales go to executives? Do pay- 
ments fluctuate over a period of years! 
How do they compare with payments 
to stockholders? Do small companies 
pay bonuses? Do large executive pay- 
ments bring large earnings? ‘The tern 
“‘executive compensation”’ refers 
the total dollar payments made 
executive officers. It includes the regu- 
lar annual cash salary; additional cash 
payments, whether or not the company 
had a formal bonus plan; and 
directors’ fees. It does not include 
other types of compensation, such 
warrants or options to purchase st 
in a company, since the value of suc! 
rights depended on whether they wer 
exercised and when—questions w! 
could not be answered in most cases 
Executive compensation is included 11 


vy iiat 


. hich this 
enabled him to pursue the research on whic! 


article is based. 
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nings figure used in this study,’ 
rder that the remuneration of 

-ers could be related to their 
achievement as measured by company 
‘ncome before executive payments, the 
element being studied; and also so that 
» basis could be established for com- 
sarison of the share of profit or net 
‘come going to executives and the 
-hare going to stockholders. 

One difficulty in studying small com- 
oanies is the lack of statistical data 
available in annual reports. Of some- 

hat more than 200 companies listed 

n the New York Stock Exchange in 
1936 with assets below $10,000,000, 

y 53 furnished adequate comparable 
statistical data, and of these only 17 
published sales figures for each year 
rom 1928 to 1936. The 53 companies 
tudied included a variety of indus- 
tries; those most frequently occurring 
were automobile accessories, machinery 

tools, apparel, electrical equip- 
ment, food, household products, and 
tobacco products. 


Size as Indicated by Assets and Sales 


For the group of companies both 
sets and sales typically declined from 
1929 to 1936. Median assets for 1929 
vere $7,600,000 and for 1936, $5,100,- 
000; median sales were $7,800,000 in 
1929 and $6,200,000 in 1936. Even 
more surprising, however, than the 
line in the medians is the drastic 
in the figures for certain indi- 

il companies, particularly the de- 

iné in assets. For example, the Zonite 
Products Corporation listed assets of 


s as defined, therefore, were arrived at as 
* 


_ The Cream of Wheat Corporation 1936 
Da.ance available for dividends $1,402,419 
3: Interest 1°) 
executive compensation 795343 
herein defined $1,472,762 


$14,000,000 in 1929 and of $1,60,0000 
in 1936. This wide decline occurred 
because large stated value for goodwill, 
patents, and trade-marks was written 
off. However, in the entire group only 
seven companies showed increases in 
assets from 1929 to 1936; with the 
exception of two companies, whose 
assets remained the same, the balance 
revealed declines. 

Because of the lack of complete 
sales data, few conclusions can be 
secured from these figures. The most 
significant facts concerning sales appear 
in Exhibit I which shows median fig- 


EXHIBIT I 
FLucTuaTION IN SALES FOR 17 SMALL INDUSTRIAL 

ComPaANIEs* 

(Median figures) 
Dollar Sales Index 

Year (Unit, $7,000,000) (7929 = 100) 
1928 $5.8 97 
1929 7.8 100 
1930 6.3 78 
1931 4.3 63 
1932 2.8 47 
1933 2.3 55 
1934 3-3 68 
1935 4.6 73 
1936 6.2 85 
* Companies which published sales data for each year of period. 


ures for the 17 companies publishing 
sales data annually from 1928 to 1936. 
For these companies median sales were 
at a peak in 1929, reached a low point 
of less than half as much in 1932, and 
by 1936 were back to within 15% of 
1929. 


Number of Executives in Small Com- 
panies 


In any discussion of executive com- 
pensation one question which always 
arises is: How many executives are 


“TInterest’’ includes primarily minority interest and 
interest on funded debt, the former factor being 
negligible in the case of most small industrial com- 
panies. ‘Interest’? does not include interest on notes 
and mortgages payable. 











468 


there in the average company? The 
figures given in Exhibit II answer this 
question, with executives classified 
according to the definition already 
stated. The median number for the 
group remained constant at five from 


EXHIBIT II 
EXECUTIVES IN 
CoMPANIES 
; , Number of Executives 
Number of pumas pulictnnenin _ 


NuMBER OF SMALL INDUSTRIAL 








Year Companies A gerezate Median Range 
1928 §2 280 5 3-11 
1929 53 297 5 2-12 
1939 53 300 5 2-13 
1931 53 299 5 2-11 
1932 53 290 5 I-11 
1933 53 259 5 I- 9 
1934* 53 296 5 3-10 
1935 52 292 6 2-10 
1936* si 299 6 2-11 
* Estimates 


1928 to 1934 and rose to six for 1935 
and 1936. Variations in the range of the 
number of men classified as executives 
in individual companies can also be 
examined in Exhibit II. The frequent 
changes in the number of men classified 
as executives by an individual com- 
pany, even though the same definition 
of executives was followed for a period 
of years, suggest a subject worthy of 
investigation. The stable character of 
the median, however, is of outstanding 
significance. 


Fluctuation in Total Executive Payments 
Fluctuation in total executive dollar 
payments over the period, unrelated to 
earnings or sales, can be measured by 
finding the total payments by indi- 
vidual companies to all executives for 
each year, computing for each com- 
pany relatives on these items based on 
1929 as 100, and finally determining 
the median relative for each year. 
Exhibit III (pp. 470-471) shows this 
index of change for all companies, as 
well as relatives for individual firms. 
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An examination of the figures { 
individual firms reveals 


of change, however, shows little vari; 
tion in executive payments from 192 
to 1931, but by 1932 these amoun 


= O07 


had dropped 25 % below the 1929 leye| 


substanti 
fluctuations in many cases. The inde; 


x 


Since complete data for 1933 are not 
available, it is a matter of speculatio; 
whether the low for the period was j; 


that year or in 1934. Increases occurred 
in 1935 and 1936, with the net result 
that 1936 payments to executives wer 
on the average five-sixths as large as 


1 


the amounts paid in 1929 and 1930. 


Similar figures showing changes in 
payments to the three highest paid 
were also examined wit! 


executives 


almost identical results. This situatior 


was to be expected, however, 


among these small companies where 
the number of executives is small and 
almost constant, the total compensa- 
tion of all executives reflects to a larg 
extent the amounts received by th 


three highest paid. 

The fluctuations in the total 
ments to executives by certain gro 
of companies are also worthy of « 
sideration. For example, all but 2 
3 firms among the 10 compan 
revealing an increase of 25% or m 


of the 1929 level in total executive pa} 
ments from 1928 to 1929 also showed 


very wide fluctuations after 192 


Sixteen companies reduced payments 
jut 


to executives from 1928 to 1929. ‘ 


41 ¢y) 


of the 51 companies for which figures 
are given for both 1929 and 1936, 15 
paid more in 1936 than in 1929; I palc 


ess, 


the same amount; and 35 paid 


12 paying less than 60% of what the) 


did in 1929. A similar analysis of 
fluctuation in the payments to 
three highest paid executives y! 
substantially the same results. 
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¢ Compensation Related to Earn- 


: ings 
The first two columns in Exhibit III 
‘ndicate the percentage of executive 
mpensation to earnings for each 
mpany and the median for the group 
n 1929 and 1936. For 1929 the range 
‘n such payments is from 3.2% to 
122.5%, with three companies having 
earnings on which to base percent- 
The range in 1936 is from 4.8% 
85.6%, with five companies having 
no earnings on which to base percent- 
ages. The median for 1929 is 11.0% 
1936, 16.1%. Further light is 
wn on the relationship of executive 
mpensation to earnings by examining 
cures covering the entire period 1928— 
1936 combined. In this case the median 
percentage was 25.5% and the smallest 
figure 4.8%; ten firms paid more to 
itives than they earned over the 
These figures suggest that 
ng small companies a large per- 
tage of earnings (as herein defined) 
to executives annually, as well as 
a period of good and bad business 
Indeed the percentages are so 
substantial that the query arises as to 
ether salaries on the average among 
s group of companies are not ques- 
nably high. 
lwenty-one companies with total 
mpensation below the median per- 
tage of earnings in 1929 also paid 
w the median in 1936, and 20 com- 
which paid above the median 
ercentage in 1929 paid above the 
in 1936. An examination of 
dollar payments to executives for 
idual firms likewise reveals that 
rms which made relatively large 
nts in dollars in 1929 tended to 
amounts greater than the median 
1936 and that those which made 
ll payments in 1929 were inclined 


to make small payments in 1936. 
Habits seem to persist among small 
companies in paying executives. 

It is interesting to compare columns 
3 and 4 of Exhibit III, indicating the 
number of executives, with columns 
I and 2, indicating the percentage of 
executive compensation to earnings. 
Apparently there is no tendency among 
the firms reviewed for high percentage 
compensation to be associated with 
rather large numbers of executives or 
for low percentage payments to be 
associated with relatively small num- 
bers of executives. 

A comparison of the percentage of 
earnings going to executives for the 
small industrials with similar percent- 
ages for steel, chain store, and depart- 
ment store companies? indicates that 
the small firms typically paid out a 
considerably higher percentage of earn- 
ings to executives than did the steels 
or the chain stores and, except for 1929, 
the figures were moderately higher 
than those for department stores. In 
1929 the median percentage for the 
small industrials was nearly twice the 
median for the steels and chains; in 
1936, about two and a half times as 
large; and over the combined period 
1928-1936, approximately three times. 
The 1936 percentage for the small 
firms was nearly 50% above the 1929 
figure, whereas for the other three 
groups an increase of only about 10% 
was revealed. While for the small firms 
the average for the period was more 
than twice as large as the 1929 per- 
centage, similar averages for steel and 
department store companies were 50% 
higher and for the chain store com- 
panies only, 20% higher than the corre- 
sponding 1929 figures. 

2 John Calhoun Baker, Executive Salaries and Bonus 
Plans. New York: McGraw-Hill Book Company, Inc., 
1938, pp. 76, 147. 
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EXHIBIT III 

Executive Compensation: Data ror Eacu oF 53 SMALL INpustTRIAL Companies 
Executive 

Compensation Number of Executive Compensation 

% of Earnings Executives (Relatives: 1929 = 100) 











Compary 1929 1936 1929 1936 1928 1929 1930 1931 1932 1933 1934 1935+ tot 
(1) (2), (3), 5) )—s)_— (B)_—s)_— (to) (at) (12) 


Motor Products Corporation 3-2% 9.3% 4 7 72 100 100 75 75 * 132 
The National Acme Company 3.4 8.0 7 7 106 100 157 89 77 * 78 
Budd Wheel Company 4.6 84.5 7 6 47 100 329 250 115 * 94 
Cutler-Hammer, Inc. 4.0 8.0 6 5 oe 160 976 96.46” 55 
Hamilton Watch Company ait 7.5 5 3 96 100 108 98 76 * 39 
The Cream of Wheat Corpo- 

ration 4.2 4.8 3 2 93 100 104 104 98 * 93 
The Bon Ami Company re 6.5 6 123 100 t00 103 14 * a 
Chicago Yellow Cab Com- 

pany, Inc. Sa 88.4 7 7 105 100 102 94 84 * 85 
Campbell, Wyant and Can- 

non Foundry Company ..s 6.3 4 4 Sy 100 122 oy # * 71 
Adams-Millis Corporation 6.3 8.7 4 4 69t 100 116 107 97 * 93 
Spicer Manufacturing Cor- 

poration 6.4 15.6 7 8 101 100 109 99 99 * 
Eureka Vacuum’ Cleaner 

Company 6.6 14.6 4 © tao 100 & 7 «a2 ”* 
Briggs & Stratton Corpora- 

tion 7.1 8.1 3 s 18 too 7% 7% G& * 
Thatcher Manufacturing 

Company 7.5 7s 5 6 S 1tco 9 Fo 6 * 
White Rock Mineral Springs 

Company 7.6 24.6 6 5 & sco G 86 % * 
S. R. Dresser Manufacturing 

Company | ie 5 6 162 100 106 99 77 * 
Air-way Electric Appliance 

Corporation 8.4 § 4 4 gb 106° CC “ee * 
Ritter Dental Manufacturing 

Company, Inc. 87 6.3 6 8 86 100 100 74 59 * 
Weston Electrical Instrument 

Corporation 8.9 20.7 5 4 % sco 92 76 & * 
Transue & Williams Steel 

Forging Corporation 9.1 41.0 3 3 135 100 104 99 6 * 
National Enameling and 

Stamping Company ey 12.8 2 3 222 100 IIIT 151 144 * 
United States Hoffman Ma- 

chinery Corporation 10.0 10.0 5 3 136 100 139 109 93 * 
The Vulcan Detinning Com- 

pany 10.1F sf 5 5 98 100 104 100 88 * 
Scott Paper Company 10.1 9.0 9 - 96 100 104 86 7! = 
The Deisel-Wemmer-Gilbert 

Corporation 10.2 18 8 8 * 700 1608 125 «23 6=«(* 
Vadsco Sales Corporation 10.9 85.6 6 7 as too Ge Fo Gs * 
Clark Equipment Company 11.oF . 6 § to7 too &@& % wo * 
The Fairbanks Company 2.4 26:5 4 4 94 100 117 93 88 * 
Real Silk Hosiery Mills, Inc. 11.7!| 45.¢ ) 10 70 100 59 Si 41 3 
Federal Motor Truck Com- 

pany 12.07 16.8 5 5 85 100 97 82 38 * 
Savage Arms Corporation 12.3 22.8 4 4 82 100 107 27.6 Vs 
General Bronze Corporation 14.0 $ II 9 G7 100 443 ws =§8 =” 
Telautograph Corporation 4.5 23.2 3 3 Ot 100 109 190 76 ”* 
The Sweets Company of 

America, Inc. 14.8 31.8 3 3 84 100 103 Sec 66 * 











i} American Bosch Cor- 
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EXHIBIT IIlI—(Continued) 


Executive 
Compensation Number of Executive Compensation 
% of Earnings Executives (Relatives: 1929 = 100) 











1929 1936 1929 1936 1928 1929 1930 1931 1932 1933 1934 1935% 1936t 


(1) (2) (3) G () (©) (7) (8) (9) (to) (11) (12) (13) 

rd Company 15.0 17.0 II sz t08 100 9% «79hU7t COC 53.58 80 
Screw Works] 15.4 36.3 9 6 61 100 84 61 41 * 17 20 21 
r Die Casting Co. we 84.3 8 8 So 100 822 9: «6 * a 7 88 


4 15.8 § 6 7 a a ae? a li 80 94 III 
Zinc, Lead and 
g¢ Company 16.3 61.9 9 9 108 100 80 69 67 * 62 68 75 
pe Corporation 16.4|| 23.3|| 12 9 63 t0o 74 6% «665 COC” 66 67 77 
Corporation 16.6 77.3 8 6 t47 8600 Oc om Ge CF 41 4! 51 
jucts Corporation 17.9 37.3 4 6 $5 tO 86% 160 138 * 6a 7 76 
lack Corporation s:.5 41.3 2 6 146 100 a: Se =e 86 60 150 
1es Corporation 24.17 PF 6 ” Ss 860 817 «G23 oo =O as | 8 - 
Colortype Com- 
25 30.0 10 10 98 100 813 of GG * 42 4! 45 
e Company, Inc. 25.9 16.1 4 6 183 100 1860 968 tco7 *° 99 155 #4170 
Spring Company 26.0 I1.3 5 6 86 100 , .. 6. * 73 104 124 
senlohr, Inc. 31.6 § 5 8 $8 100 199 146 106 * 95 of 127 
gHeminway Company 78.7 13.5 5 5 OF to. 72 CG @ <* 56 59 83 
Ribbon Mills, Inc. 122.5 48.9 5 5 100 100 100 82 I00 * 94 IOI 100 

¢ Radio Corpora- 

, §r cs 4 93 Ic 2 2% * 40 53 61 
‘| Company § $ 3 82 100 116 99 go * 46 4! 41 
lard Commercial 
Company, Inc. § 31.3 6 6 165 100 75 70 88 * $9 «138 51 

11.0% 16.1% § 6 93 100 160 8 75 * 69 75tT 83 


e. r Revised since earlier study 
ust certain of the 1934-1936 figures obtained from the Securities and Exchange Commission in order to make them 


adjust 
ble with the Federal Trade Commission data for 1928-1932. 


ne months only 
t before executive compensation and interest. In computing the median, the percentage was considered to be 


nates for interest. 
perations of a subsidiary not acquired until June 30, 1929. 
unges in fiscal year, data for January-March, 1929, were omitted, while corresponding data for 1935 were used twice. 


mates for two firms for which data were not available 

Compensation and Earnings _ percentage figures for the 17 firms may 
Related to Sales be used with some assurance that they 
are typical. In 1929, 1.3% of sales was 
paid to, executives in both the reduced 
and the enlarged sample, and in 1936 
all the firms revealing sales data paid 
1.3% again as in 1929; the group of 
17 companies showing data for the 
entire period paid 1.6% in 1936. For 
the entire 1928-1936 period combined, 


too, may be an important 
in the measurement of 

ive compensation. Since only 17 
ies publish sales figures for each 
years from 1928 to 1936, the 
tages of sales paid annually to 
ives by these firms have been 
separately and the results 
ented in Exhibit IV. Percent- 
ive also been considered for all 
mpanies for which data are 
le in either 1929 or 1936. The 
ity between the medians for 
groups is close, so that the 


the 17 companies paid 1.7% of sales to 
executives. 

Here again it is important to exam- 
ine the ranges in these payments for 
individual companies, which also ap- 
pear in Exhibit IV. Certain percentages 
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are so startlingly large that comment _ 1928-1936, the median for the smal) 
seems superfluous. An examination of firms was at least 60% higher thay 
the dollar sales and compensation that for the group paying the ney 
figures for 1936 throws light on the largest percentage. 
situation. A graphical analysis reveals Figures for individual companies fo; 
that for the one year 1936, at least, earnings and executive compensation 
there was a tendency for high sales in percentage of sales were analyzed 
volume to be associated with high — graphically for 1936, the year for whic} 
dollar payments to executives and for the largest number of firms revealed 
low sales volume to be associated with _ the necessary data. Little or no correla- 
low dollar payments to executives forat tion between executive compensatio 
least two-thirds of the companies. Ina and earnings in relation to sales wa 
few instances, however, the conclusion found to exist; that is, high percentage 
EXHIBIT IV payments to executives were not neces- 
Executive CoMPENSATION AS A PERCENTAGE OF sarily concomitant with high percent- 
Saves: 17 Sati InpustriaL Comrantest age earnings. One explanation of the 
_Pxecutive Compensation lack of correlation may be that many 
Year Median Range different kinds of industries are repre- 





—_ 207 T-~¢ o&% > 
a if “fs o 5° sented among the entire group 
929 3 1.3 — 5.5 %, 
1930 1.7 a ee companies, and thus relationships ar 
1931 2.1 0.7 - 9.8 confused. Unfortunately the number 
1932 ~s os “8 companies in any one industry was t 
1933 ° - A 
1934 ai 0.4 - 7.22 small to enable a detailed study of t 
1935 1.6§ 0.3 —14.2 percentages by industrial groups. I: | 
rae , 1.6 me. “aa doubtful, however, whether such 
92% 939 ° ae ° , ca m4 
Combined4 17 ie ~Ba investigation would have indicated 
* Data not available ,; cee marked correlation between earnings 
+ Figures for only those firms which published complete sales data ‘ 2 
were considered and compensation rates; in a previous 
t Omitting highest percentage shown, since it was unreasonably 


des study of retail companies only, 
§ Reflects estimates for two firms for which compensation data example, little or no correlation was 


were lackir “4 . 
Besed on dats for 96 firme. discovered. 


§ Data for 1933 omitted 


is inevitable that either certain execu- -2xecutive Compensation, Earnings, ar 


aS 

tives were paid too much or the results Dividends 

which they secured in the form of sales Overemphasis of data for a sing 
were too meager. year, whether these relate to earnings, 


Once more the figures for the small dividends, or payments to executives, 
industrials may be compared with those often occurs in discussion of corporat 
for the other three groups previously affairs, while the situation over 
studied. In 1929 both steel and depart- extended period is frequently under 
ment store companies paid on the stressed. Exhibits V and VI wer 
average 0.8% of sales to executives, prepared to present the picture 
while the chains paid 0.4%. All these _ these three items for the entire 1925 


figures are conspicuously lower than 1936 period, with additional data 1 
the percentage paid by the small in- Exhibit V for the years 1929 and 193 


dustrials. For both the years 1929 and = The _ figures presented also permit 
1936, and over the combined period comparison of the typical share 
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dollar earnings going to stockholders _ the group of 53, for example, either hag 


as dividends and that going to execu- _no earnings for the combined period o; 
tives as salary payments over the’ paid out over 100% of earnings jp 
period examined. executive compensation, leaving noth- 


Exhibit V, column 1, line 1, indicates _—_ing for stockholders, while 12 firms had 
the median percentage of executive earnings in all the years in the period 
compensation to earnings in 1929, and, after paying executives, were able 
column 11 the same percentage for to pay annual dividends. 

1936, and column 12 the percentage For the combined period 13, or one- 
for the combined period. Columns 2 quarter, of the firms had no balance 
to 10, inclusive, indicate the relative available for dividends, and for the 

entire group the median percentage 

EXHIBIT VI of this item to earnings was 72.5%. A 

FiuctuaTion 1n Executive CoMPENSATION, ° = ° eee 

BALANCE AVAILABLE FOR DivipENpbs, EARNINGS, median of 61.7% of ecarnings as defined 
AND DIvIDENDS: $3 SMALL INDUSTRIAL COMPANIES was paid out in dividends for the 
period. Although as a rule the firms 













































110 - 
oo — | | | | | | J} ~~ paid less in dividends than was avail- 
wy ™/ Ff bs fF | able for the purpose, 10 companies 
90 F t+ “ar Execufive [|_| disbursed in dividends more than was 
so}-Z1 tA —REOMPENSOTOF ee earned prior to executive compensatio! 
~ oo ee fe Wl iene ca and interest on funded debt. 
60}— i i\ = [ = The index of fluctuation in earnings 
« B a | \. Dividends |__| for the group showed on the averag 
«9 y | no earnings in 1931, a deficit in 1932 
~~ 40}—+—+ : equal to 23% of the 1929 earnings, and 
Ey) | 1 by 1936 an increase in earnings equa 
ne to 50% of the 1929 level. 
" Dividends paid in 1929 were typi- 
| |Barlance avarilable\\ cally four times payments to exec 
0 Locawidends tives; in 1936, three and _ one-hal! 
-10- times; and for the period, about tw 
a NA {| | | and one-half times. The index numbers 
m Yk Data not available suggest that many firms had aba: 
a ee doned payment of dividends in 1932, 


and that more than half of the smal! 


dollar amounts paid from 1928 to 1936 companies had discontinued such pay- 
based on 1929 as 100. Similar data for ments in 1933 and 1934. By 1930, 


balance available for dividends, earn- however, dividends on the average we! 
ings, and total cash dividends also are 53% of the 1929 level. 
presented. So few small companies had Dividend payments in 1929 
funded debt, however, that noattempt 43.6% of earnings; in 1936, 58.2%; and 
was made to secure medians for this for the period, 61.7%. The latter f 
item. substantiates what is indicated 

It should be remembered that the columns 4, 5, and 6, that earnings 
range in the figures for the individual decreased far more rapidly thar 
companies, both annually and for the dividend payments during the per! 
period, is wide. Ten companies out of declining business. 
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Exhibit VI depicts graphically the 1930, when the less successful firms 


recorded deficits, earnings (on an 


10d or dian fluctuations in executive com- 

gs | ensation, earnings, balance available algebraic basis) were on the average 
no jividends, and dividends, based on 140% below the 1929 level while 
18 h 1929, for the nine years from 1928 to executive compensation had fallen by 

pe 1936. only 7%. 
Ca Executive compensation is by far A question might here be raised: Is 
most rigid series; dividends de- it not possible that the relatively 
r Or ed from 100 in 1929 to zero in 1933 —unprofitable firms had a higher level 
anc by 1936 had typically risen to of profits in 1929, a situation which 
rt hin so% of the 1929 level, and would tend to take the edge from the 
Ntag ngs and balance available for losses incurred in succeeding years? An 
Yo lividends moved together but with examination of the dollar figures re- 
‘fin extreme fluctuations, dropping con- veals a contrary result; i.e., dollar 
u iderably below zero in 1932 and by earnings were on the average almost 
nr 1936 recovering more than half the 30% higher in 1929 for the relatively 
va ground lost.® profitable firms than for the less 
al | , successful companies, and in 1936, 
Ww Relatively Profitable and Unprofitable moreover, they were nearly three 
atl Lompantes times as large as earnings for the less 
\ classification of the group into — successful group. On the other hand, 
g tively profitable and unprofitable dollar payments to executives in 1929 
g mpanies is shown in Exhibit V. were negligibly higher for the more 
19 [he relatively profitable firms are profitable firms, and in 1936 less than 


se which succeeded in avoiding 
or which incurred small ones 
to their 1929 earnings, while 
relatively unprofitable firms are 
which sustained at any time 
ring the 1928-1936 period substan- 
deficits relative to 1929 earnings. 
interesting that the preponderance 
e so-classified unprofitable com- 
ire firms which produce durable 
a group which is generally 
to have wide fluctuations in 
\s might be expected, executives in 
; profitable firms on the average 
larger reductions in salary, but 
luctions responded to the drop 
ings somewhat more slowly than 
the case among the relatively 
ble companies. For example, in 
n Calhoun Baker, “Fluctuation in Executive 
n of Selected Companies, 1928-36,” 

f Economic Statistics, May, 1938, p. 65. 


20% higher, an inconsequential amount 
in dollars. 

As a result of these large variations 
in earnings and small differences in 
size of executive payments, it is 
obvious that the percentage of earnings 
going to executives would be consider- 
ably higher for the less profitable 
firms. Over the entire 1928-1936 period 
this percentage reached an amount over 
50% of earnings, or approximately five 
times the percentage paid to executives 
by the more profitable firms. 


Dividends Paid Compared to Balance 
Available for Dividends 

In the preceding paragraphs execu- 
tive compensation and dividends were 
compared with earnings. This com- 
parison permitted a conclusion to be 
drawn concerning the share of earnings 
as defined going to stockholders and to 
executives over a period of years. Of 
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even more general significance, how- 
ever, is the comparison in Exhibit VII 
of dividends to balance available for 
dividends or what is usually defined as 
‘“‘net earnings.” Item 2, the most 
significant series in Exhibit VII, reveals 
that, for the 53 companies reviewed, a 
high percentage of balance available for 
dividends was paid out in dividends. 
EXHIBIT VII 
Tota, Casn Dtvipenps: 53 SMALL INDUSTRIAL 
Companies CLaAssiFIED ACCORDING TO 


RELATIVE PROFITABLENESS 
(Median figures) 


1928- 
1936 
Com- 
Items 7929 ~=6. 1936 ~Ssébined* 
All Companies 
1. Dividends as a Per- 
centage of Earnings 43.6% 58.2%f 61.7% 
2. Dividends as a Per- 
centage of Balance 
Available for Divi- 
dends 52.6 69.8 89.2 
20 Relatively Profitable 
Companies 
3. Dividends as a Per- 
centage of Earnings 47.8 72.9 60.5 


4. Dividends as a Per- 
centage of Balance 
Available for Divi- 
dends 51.7 79.3 69.6 
26 Relatively Unprofitable 
Companies 
5. Dividends as a Per- 
centage of Earnings 42. 
6. Dividends as a Per- 
centage of Balance 
Available for Divi- 


dends 51.4 60.5 195.2 
* Data for 1933 omitted. Figures for 6 firms cover 7 years only. 
t Figures for two firms for 1936 were not available. 


In 1929 over half of net earnings were 
distributed to stockholders; in 1936, 
over two-thirds; and for the entire 
period, nearly nine-tenths. 

These figures, taking into considera- 
tion the rapidity of change and the 
uncertainties in present-day business, 
do not suggest on the average the 
retaining of an unduly large amount 
of earnings by the companies examined. 

Classifying the companies again into 
relatively profitable and unprofitable 





groups brings out interesting com. 
parisons. In 1929 both groups paid out 
in dividends about the same percentage 
of net earnings. In 1936 the average 
percentage paid out by relatively 
profitable companies was higher than 
the percentage paid out by relatively 
unprofitable ones. This suggests the 
definite need for the retention of 
earnings by the less successful com- 
panies at that period, even though they 
were forced to pay a penalty tax, 
Finally, for the entire period the 
relatively unprofitable ones paid out 
almost twice net earnings in dividends, 
in spite of the fact that in each of the 
three years, 1932-1934, between 70% 
and 80% of these firms made no 
dividend payments. This situation sug- 
gests such an extreme shortage of cash 
and current assets among this group 
that the management had no alterna- 
tive in 1936 but the payment of sma! 
dividends. It also suggests that present 
tax laws probably are pressing down 
more heavily and more dangerously on 
the smaller and less successful groups. 


Cash Payments 


One of the most significant tables in 
this study from the point of view of 
public relations is Exhibit VIII. More 
attention seems to be directed t 
actual cash salaries paid than to the 
amount in relation to sales or earnings, 
even though these percentage payments 
may be more important for manage- 
ment to watch. Exhibit VIII shows 
annual median dollar payments to 
presidents and to the first, second, and 
third highest paid man per company 
from 1928 to 1936. Median dollar 
payments to presidents and io the 
three highest paid were all lower in 1936 
than in 1929, although not substan- 
tially so. For example, the highest paid 
executive among small companies typ- 
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received $32,000 in 1929 and 


><,000 in 1936. The median payment 


second highest paid man was 
two-thirds of the amount paid 
the highest, and that accorded to 
third about two-fifths of the 
given to the highest paid 


execulive. 


cluding the three highest paid as well 
as others were considered, the median 
amount in 1929 was found to be $18,000 
and in 1936, $14,000. In both cases 
these payments equaled about 55% 
of the amount received by the highest 
paid executive. The average payments 
to executives not included among the 


EXHIBIT VIII 


\TION IN TyprcAL CoMPENSATION IN DoLiars 
EXECUTIVES FOR 53 SMALL 


OF PRESIDENTS AND OF THE THREE Hicuest Paip 
INDUSTRIAL COMPANIES 


Total Dollar Compensation 

















lhe figures reveal clearly that presi- 


lents and the highest paid men for the 


st part were the same executives. As 
licated by the relatives based on the 


median dollar figures, the lowest typical 


yment to the highest paid man oc- 
irred in 1932 and the lowest com- 
sation for the second and third 
‘st was in 1934. Here again 1933 
not considered because of lack of 
i. By 1936 the amounts paid to the 


second and third highest typically were 


arer 1929 levels than was the com- 
nsation of the highest paid men. The 
adiness of these payments from 1928 
1931, inclusive, is noteworthy. 
‘How much does the average execu- 
receive?’ is an ubiquitous, but 
highly significant, question which 


might be raised in this connection. For 


companies, when all officers in- 


Highest Paid Second Highest Third Highest 
Presidents Executives Paid Executives Paid Executives 
Relative Relative Relative Relative 
(7929 (7929 (7929 (1929 
Amount Median Amount Median Amount Median Amount Median 
(Mediant) = 00) (Mediant) = 100) (Mediant) = 700) (Mediant) = s00) 
$30,000 96 $30, 100 93 $19,400 97 $12,000 99 
2 31,200 100 32,400 100 20,000 100 12,100 100 
31,200 100 2,500 100 19,000 95 13,500 112 
I 29,800 95 30,000 93 18,000 go 12,100 100 
2 21,800 70 23,200 72 14,200 71 10,200 84 
* . * * 
34 23,800 76 24,000 74 13,500 68 g ,000 75 
5 23,100 74 24,000 74 15,000 75 10,000 83 
25,100 80 25,200 78 17,400 87 10,800 go 
n figures for a minimum of 51 firms with the exception of the medians for the third highest paid executives for 1935 
h are based on figures for 50 and 49 firms, respectively. 


three highest paid also were examined, 
and here the median was found to be 
$9,000 in 1929 and $7,000 in 1936; that 
is, the average for all executives for 
those years was cut in half by eliminat- 
ing the three largest payments made 
by each company. 

Median dollar payments to the three 
highest paid executives in steel, de- 
partment store, and chain store com- 
panies were also examined. The figures 
ranged downward from an average of 
$52,000 for the highest paid executive 
in the chains, $64,000 in the steels, and 
$76,000 in the department stores, as 
contrasted with only $32,000 in the 
small industrials. The 1936 figures for 
the small industrials and the chains 
were about 20% lower than the 1929 
figures for the highest paid executive, 
about 15% lower for the second highest 
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paid, and 8% lower for the third high- 
est paid. For the steels and department 
stores the amounts received by the top 
executive were substantially the same 
in 1929 and 1936, but for the depart- 
ment stores the remuneration of the 
second and third highest paid was 
about 20% higher in 1936 than in 1929, 
while for the steels the typical amounts 
received by those two men in individual 
companies were 40% and 60% higher 
respectively in 1936 than in 1929. One 
tendency among the four groups seems 
definite: The second and third highest 
paid men were receiving more relative 
to the compensation of the top man in 
1936 than they were in 1929. 


Assets and Executive Payments 


As stated earlier in this study, size 
in assets appears to have a definite 
connection with payments to execu- 
tives. Although the present study was 
limited to companies with assets less 
than $10,000,000 in 1936, it was de- 
cided to examine the effect of size 
within the group of 53 so-called small 
companies over the 1928-1936 period. 
Consequently scatter charts were pre- 
pared showing executive compensation 
in dollars plotted against assets for 
the years 1929, 1932, 1934, and 1936. 
The compensation of the three highest 
paid executives was used in preference 
to total executive compensation in 
order to eliminate variations due to 
differences in the number of men em- 
ployed. In 1929 and 1932 no correlation 
between assets and executive com- 
pensation was apparent, but in 1934 
and 1936 there was a definite sugges- 
tion that the firms with smaller assets 
were making smaller payments to their 
three highest paid executives and that 
firms with larger assets paid larger 
dollar amounts to these officers. Possi- 
bly the finding of correlation for the 
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more recent years indicates merely that 
assets became a more accurate measure 
of size in the later years of the period 
under consideration, after the large 
write-offs of goodwill, and so forth, had 
occurred. | 


Bonus Payments 


Of interest to all students of execy- 
tive compensation is the prevalence 
of the bonus method of payment and 
the number of individual executives 
affected in any group of companies. 
Only about one-half of this group of 
companies used bonus plans in reward- 
ing executives in the peak year 1929. 
From then until 1934 the number of 
companies making payments under 
such plans declined rapidly to six, or 
11.5%, of the total number having 
data available; many plans may have 
continued to exist, but ceased to be 
operative when earnings decreased. 
Only two of the companies adopted 
plans in 1935 and 1936. 

The fluctuations in the number of 
men receiving both salary and bonus 
also is interesting. The largest number, 
30% of the total, received such pay- 
ments in 1929, but by 1932 the number 
had shrunk to 11% of the total or less 
than 40% of the number in 1929. Data 
relating to the specific amounts paid 
in bonuses are not available after 1932. 
The annual fluctuations in the number 
of men receiving bonus payments as 
well as the number of companies mak- 
ing bonus payments are worthy of 
examination. It seems fair to conclude 
that the payment of bonuses was 4 
well-recognized method of remunerat- 
ing executives among the companies 
reviewed. 

Two other questions frequently aris- 
ing in any study of bonus plans are: At 
what level are straight salaries estab- 
lished when bonuses are paid, and 








much do bonus and salary pay- 

fluctuate? The study of these 
tions was limited to the compensa- 
of presidents in 1929 and 1932 
hown in Exhibit IX. This table 
sed on data for 29 companies 
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which paid its presidents bonuses in 
1929. Bonus payments disappeared 
entirely by 1932, and in addition there 
were substantial reductions in salary. 
Some caution must be observed in 
interpreting the decline in the median 


EXHIBIT IX 
CoMPENSATION OF PRESIDENTS: 43 SMALL INDUSTRIAL CoMPANIES* 





Receiving No 
Bonus in Either 


Number of Presidents Receiving 
a Bonus in 1929 but Not in 1932 


1929 1932 
Number of Number of Number of 
Presidents Presidents Presidents 


Receiving a 
Bonus in 1929 


Receiving No 
Bonus in Etther 








1929 of 1932 Classified 1929 of 1932 but Notin 1932 
Classified Classified by Amount Classified Classified 
by Amount by Amount of Total by Amount by Amount 
{mount of Salary of Salary Compensation of Salary of Salary 
in $5,000 I 3 
10,000 2 I 
15,000 2 4 2 
20,000 2 3 2 5 7 
to 25,000 6 I 5 
to 30,000 3 I 3 2 2 
35,000 4 6 2 I 
40,000 4 I I 1 
to 45,000 2 3 2 I 
to 50,000 I 
to §5,000 2 2 I 
to 60,000 I I 
to 65,000 I 
» 70,000 
75,000 
80,000 I 2 
r more I I I 
tal Number of Presidents 29 14 14 29 14 
lian Amount Received $30,000 $30,000 $40,000 $20,000 $16,000 
panies did not furnish adequate data for analysis in this table. Of the other 6 firms, figures for which have not been considered» 
ses to their presidents in both years, and 1 which paid no bonus to its president in 1929 made such an award in 1932. 







ying no bonus in either 1929 or 1932 
for 14 companies paying a bonus 
n 1929 but not in 1932. Surprising as 
y seem, the median salary pay- 
nt to presidents, of both the bonus- 
ing and nonbonus-paying com- 
panies, was identical in 1929; namely, 
$30,000. With the bonus payment 
1 to the salary, however, median 
payments for the presidents in this 

se to $40,000. The figures for 
/ are conspicuously lower. The 
ian payment to presidents by the 
nus-paying group was $20,000 
rasted with $16,000 by the group 





for such payments because of the 
possible effect of the small number, 14, 
in the group examined. 

An examination of the figures for 
the six companies paying both salary 
and bonus in 1932 indicated a median 
cash salary of $27,000 and median total 
payments of $35,000. All but one of 
these firms paid bonuses to presidents 
in 1929 also. 


Conclusions 


The purpose of this study has been 
primarily to reveal practices and poli- 
cies of small listed corporations in 
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paying executive officers. When the 
results are compared to previous stud- 
ies by the author, substantial differ- 
ences are disclosed suggesting the 
inherent danger of arriving at com- 
prehensive conclusions from statistical 
data which mingle items of unlike 
characteristics. 

Size as measured both by assets and 
by sales carries with it certain stand- 
ards of remuneration irrespective of 
earnings. The average annual dollar 
payment for the highest paid man in 
this group, ordinarily the president, 
was $32,000 in 1929 and in 1936 was 
$25,000. The second highest paid man 
in 1936 received an amount equal to 
69% of that paid to the highest paid 
man while the third received 43% as 
much. Payments by individual firms 
to the highest paid man ranged in 1929 
from $12,000 to $158,000 and in 1936 
from $10,000 to $75,000. These pay- 
ments were substantially less for small 
companies than for the other groups 
examined. 

The median percentage of earnings 
paid in 1936 to executives was 16.1% 
contrasted with 25.5% paid during the 
1928-1936 period. The average per- 
centage of sales paid to executives for 
the entire period was 1.7%. All these 
figures indicate a high percentage of 
earnings or sales going to executives 
and raise the question as to whether 
too large a share of earnings for this 
group is being paid to executives and 
whether the results secured by the 
management were too meager. Average 
executive compensation as a percentage 
of both earnings and sales was much 
higher for small companies than for 
other groups. Some persons have con- 
cluded that division of earnings as 
between executive salaries and divi- 
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dends was determined by comparative 
tax rates of the two forms of income: 
but in the companies studied stock 
holdings by management varied 
widely that no useful generalizatio; 
can be made. 

Payments to executives fluctuated 
over the period both in actual amounts 
and percentage-wise. However, such 
payments in dollars fluctuated so little 
that they became almost a fixed charge 
and changed far less than either earp- 
ings or dividend payments. This rigid- 
ity was due largely to salary payments: 
wide fluctuations did occur in bonus 
payments. 

In 1929 apparently about half of the 
small companies used bonus plans; by 
1932 this number had declined to 
one-fifth of the total number of com- 
panies. Bonus-paying and nonbonus- 
paying companies paid about the same 
average formal salaries to presidents in 
1929 and 1932, bonus payments be:ng 
in addition to the formal salary paid 
Bonus payments reached a peak fo: 
this group of companies in 1929. 

Dividend payment policies by this 
group of small companies 
substantially higher percentages paid 
in 1936 than in 1929. When the samp! 
is divided into relatively profitable and 
relatively unprofitable groups of com- 
panies, it is revealed that over th 
1928-1936 period the relatively profit- 
able firms paid out in dividends on|) 
69.6% of balance available for divi- 
dends, whereas the less profitable ones 
paid 195.2%. 

There is no evidence that 
payments to executives correlated wit! 
large corporate earnings. Neither was 
there a tendency for companies wit! 
high compensation as a percentage 
sales to have high earnings as a per 
centage of sales. 


indicate 


larg 
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COMMERCIAL BANKS AND SMALL LOANS! 
BY JONATHAN A. BROWN AND JAMES E. DE LANO 


HE increased number of per- 
sonal loan departments estab- 
lished by commercial banks 
ring the last few years suggests that 
small loan business supplies one of 
answers to the problem of main- 
ining profits. The fact that almost 
-third of these specialized depart- 
nts have been abandoned,? however, 
icates that there are many problems 
are seldom appreciated by banks 
fore entering the field. 
[he experience of banks and small 
institutions suggests that innum- 
rable justifiable uses for cash con- 
credit exist. Some of the more 
nservative estimates of the possible 
ime of small loan business for banks 
ip to a billion dollars a year.* We 
| not attempt to conclude whether 
t individual banks should institute 
gated personal loan departments, 
itmerely point out and evaluate some 
blems confronting such lending. 
he financing of consumers by banks 
ta new development. Even so, the 
ration of small loans into a sepa- 


lepartment, monthly amortization 


ns in this article are based on a study of 
terature in the field of consumer credit, and 
interviews with bankers, operating both 

1 small institutions. 
vard W. Haines, Profits and Problems in Small 
New York: The Bankers Publishing Company, 
M. R. Neifeld, in his comprehensive book, The Per- 
il Finance Business. New York: Harper & Brothers, 
Pp. 57, presents volume estimates for all types 
er credit. See also ch. xv1 for a discussion 
ture. Cf. Rolf Nugent, “‘The First Thing 
nal Loans,” Banking, August, 1936, p. 28. 
1 growth in the number of banks with 
an departments is indicated in part by 
rent, ““A Census of Personal Loan Depart- 
g, November, 1937, p. 28. Because 
ty widely in the extent to which they solicit 
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of such loans, and the use of aggressive 
sales promotion to attract this special- 
ized business, are largely post-de- 
pression phenomena.‘ Credit unions, 
personal finance companies, Morris 
Plan and other industrial banks, and 
installment finance companies consti- 
tute strong competition. They are 
firmly established after several decades 
of vigorous growth.°® 

Most banks which grant personal 
loans primarily upon the character of 
the borrower often rely on co-makers 
for secondary security. Occasionally, 
savings pass books, insurance policies, 
stocks and bonds, and even trust funds 
are used as collateral for small con- 
sumer advances. A substantially smaller 
number of commercial banks tend to 
specialize in financing the purchase of 
automobiles, household equipment, and 
similar items, the banks usually retain- 
ing a lien or chattel mortgage as secu- 
rity. The financing of these installment 
purchases are discussed in a separate 
section entitled “Industrial Loans.” 

The more important reasons why 
banks have entered the small loan field 
this business and in the degree of departmentalization 
they deem expedient to set up, enumerating them is 
necessarily subject to an arbitrary definition. We 


virtually subscribe to Mr. Nugent’s definition that a 
personal loan department means ‘‘a_ segregated 
specialized service [publically advertised] for making 
installment loans or financing installment sales.” 
One estimate of the number of banks in this field 
today suggests over 3,000, while Mr. Nugent’s figures 
showed an increase from g in 1925 to 673 at the end 
of 1936. The number has doubled since 1933, reaching 
766 in August, 1937. It is perhaps significant that the 
largest bank in New England entered the field in 
January, 1937. 
§ Cf. Evans Clark, Financing the Consumer. New York: 
Harper & Brothers, 1930, for a complete study of this 
whole field. 
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include: the contribution which this collections, and dealing with delip. 
business would make to overhead, the quents constitute the more alien: 
possibility of making otherwise slow operating considerations, they will }, 
and unprofitable small loans both cur- considered first. 


rent and income-producing, lack of 


. . . - ’ 7 
adequate consumer credit agencies in Granting the Loan 


the community, and finally the chance The manner in which applications 
for increasing the goodwill and service- for personal loans are handled should 
ability of the bank. These reasons are _ be considered, not so much because 

important, but each bank must also its importance as an operating problem, 
consider in the light of individual cir- but because of its significance in creat- 
cumstances such factors as: (1) the ing a desirable impression on the 
type of community it serves;® (2) the | borrowing public.’ Promiscuous dis- 
need for physical space in which to _ tribution requires spending much tim 
locate the department; (3) the attitude selecting suitable prospects, and at- 
of leading industrialists and merchants tracts a large number of unwanted 


in the district; and (4) the personal applications. A large metropolitan bank 
feelings of the officers and employees. in New England reduces the number 

Moreover, the social desirability of this _its rejections by requiring all potentia! 
type of credit, as well as the present borrowers to fill out an “applicatio 


attitude of the government, deserves _request”’ blank. This preliminary sel: 
consideration. tion also serves to determine which 

Banks contemplating entering this its three loan forms the customer should 
field should not only recognize and  ffill out. The first form requires 
evaluate the above factors, but should co-maker, the second requires one, a1 
also understand the general manage- the third requires two. After the ap- 
ment and detailed operating problems plication has been filled out in t 
which banks already granting small branch, it is sent to the main office, 
loans have experienced. It is with such with only slight emphasis placed o1 
problems that this article is concerned. personal interview. Banks exercising 
In outline, they embrace: (1) the care in distributing applications refus 
potential profitability of the depart- as few as 11% of the applicants, w! 
ment; (2) an appraisal of its probable institutions not taking these pains hav 
effect on other departments; (3) the to turn down as many as 65%." 
selection and training of personnel; and The usual procedure in interviewing 
(4) the policy to be followed in sales is for one staff member to speak to a! 
promotion. Success in the operation of | appraise the applicant. Some banks 
a small loan department is primarily have two interviews, one befor 
dependent upon attaining adequate investigation of the credit of the bor- 
volume, keeping losses at a minimum, — rower and of the co-signers, and 0! 
and correctly setting discount rates. after. Most banks, however, follow this 
Since the details involved in handling practice only in border-line cases. Ih 
applications, checking credit, approv- _ larger the volume of business handles, 
ing the application, making routine the more customary it seems to be 
6 Some degree of industrialization is almost imperative never had contact with a bank before, and the irst 
for successful operation. Suburban and agricultural impression on this so-called “forgotten eight 


communities give little promise of sufficient volume. per cent” will be important. 
Many of the customers for this type of business have 8 Haines, op. cit., p. 12. 








a single interview or on the 
alient plication blank alone, from which, in 
| st of the significant information 
tained.® 
Since character and the future earn- 
wer of the individual are impor- 
tions rant, verification of the statements 
hould made in the application blank is essen- 
sound lending procedure. ‘The 
blem, mmon practice is to call the employer 
reat- to verify the fact that the applicant is 
the mployed, and that his salary and 
service have been stated 
i .ccurately. Roger W. Steffan, vice 
d at- lent of the National City Bank 





f 


1 f 
1S- ngtn Ol 


anted f New York, points out that the high- 
bank st possible recommendation is to be 
er of mployed by a reliable firm.” Retail 

dit exchanges are important sources 
atior ‘information. As a bank develops its 
selec- personal loan business it should build 


own credit files!! and work in 
peration with other consumer credit 
vencies in the region. One midwestern 
» al ink goes so far as to check the titles 
eal estate mentioned in the applica- 
\nother bank checks the length 
time the applicant has been at his 
sent residence. It considers frequent 
ng moves an unfavorable factor. 

ee ‘ 
\lthough all loans are made with 
" the expectation that the borrower 
will be able to repay, sound 
ing practice necessitates in some 
ng es additional security. Determina- 
the amount of security to 
lanagement Commission, American Bankers 
30oklet No. 17, contains a typical appli- 
, as well as a nucleus of all the necessary 
4 succinct statement of the factors in- 
stalling a department. See also their 
No. 74, Survey of Personal Loan Department 

Experience and Practice, May, 1938. 
Stettan, The Practical Problem of Personal 
1937, p. 5. This is a reprint of an informal 
ered on January 30, 1937, and covers 
f this whole subject. 

hles usually include cross-references to per- 
pations, nationalities, co-makers, and other 
ent to the bank’s business area. Howard W. 
Small Loan Department (New York: The 
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require and appraisal of the value of the 
security when offered constitute an 
important operating problem. 

Typically, one or more co-makers 
are sought, if the applicant’s earning 
power and character leave any doubt of 
repayment. Co-makers must be in- 
vestigated thoroughly, in order to 
avoid “‘pyramiding”’!* and other un- 
sound practices. The general procedure 
seems to be to telephone or write the 
co-maker, to be assured that it is his 
signature on the note, and to acquaint 
him with the risk he is assuming and 
the reason why he was asked to endorse 
the note.!? Much of the importance 
of this problem arises from the ill 
will which may accrue to a bank that 
enters judgment against partially ad- 
vised and subsequently resentful en- 
dorsers. As protection not only for the 
co-makers, but also for the borrower’s 
dependents, many banks insure the 
borrower for the face of the note.'* 

To provide diversity of risk, the 
bank should seek co-makers employed 
by a firm other than that employing 
the applicant. This consideration is 
particularly important in heavy indus- 
try communities and during periods of 
decreasing employment. Inasmuch as 
a borrower often cannot offer anything 
more than the signature of a fellow 
worker as security for a loan, banks are 
faced with a perplexing problem in 
this respect. 

Bankers Publishing Company, 1931) indicates that 
the applicant’s occupation is a key in judging credit 
risks. Cleveland Trust Company, Business Bulletin, 
June 15, 1934, gives a credit rating to each occupation. 
12 “* Pyramiding” refers to several practices, especially 
borrowers and co-makers signing an inordinate num- 
ber of notes, often for each other. 

13 Grouping telephone calls in checking references, 
credit history, and other information is suggested as a 
means of reducing expense. 

14(n a group basis, the average cost of such insurance 
is around sixty cents per one hundred dollars. Those 


banks which do not incorporate this cost into the 
discount rate often make an insurance charge of $1. 
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In view of the problems and criti- 
cisms of the practise of co-signing, 
several banks have developed a “pre- 
ferred-loan”’ group for unquestionable 
credit risks. Borrowers in this classifi- 
cation do not need endorsers. A pioneer 
in servicing this type of selected risk 
restricts application to those who have 
worked for the same company for six 
years. Recently, there has been a 
trend toward high-grade, single-name 
loans, as well as those loans for which 
pay check deductions are made possible 
through the cooperation of employers.!® 
This practice of employers collecting 
the installments and making a lump 
payment has many advantages, but 
it is limited by the desire for absolute 
privacy on the part of many borrowers. '® 

The factors determining whether or 
not to grant a loan are necessarily an 
important aspect of operating pro- 
cedure. In addition to the question of 
the credit risk, which is inextricably 
tied up with pricing and volume,” 
relevant considerations include the 
purpose of the loan and its size in 
relation to the borrower’s annual in- 
come. Seldom should the loan be over 
20% of the recipient’s income, though 
the relationship will vary with the total 
amount involved, the loan’s intended 
use, the income of the borrower, and 
the extent to which the borrower has 
obligations elsewhere for dependents 
and other monthly repayment con- 


‘8 On the other hand, some banks still require three 
co-makers, checking them all for signatures and 
possible fraud through a central inter-bank credit 
exchange. A bank in Missouri asks for three co-makers 
and selects those it feels are the best two. 

‘6 Personal finance companies emphasize the privacy 
appeal, for they require no co-makers and check the 


application blank statements with considerable 
secrecy. 

7 An explanation of the important relationship 
among these three variables should not be deferred 


any longer. Potential volume increases rapidly as 


credit standards are lowered. Lower credit standards 
but also for extra investigation, pursuing delinquents, 


ind handling the unprofitable loans under $10 
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tracts. The National City Bank’s 
“*preferred-loan” list is limited to 1<° 
of annual income, while some banks 
advocate a 12% maximum." 
Ultimate approval of the loan usually 
rests with a manager or an assistant. 
The use of a committee has often been 
considered unnecessary and expensive. 
although reference to it as the body 
responsible for accepting applications 
may be valuable as a face-saving device 
for the loan officer. 
It is generally agreed that after th: 
loan has been granted the sooner th 
money is sent out, the greater are 
the benefits both to the borrower and t 
the bank, especially in the case of 
emergencies. A large New York bank 
sends the checks out by the night shift 
on the same day the application 
received, making the investigation im- 
mediately upon receipt of the applica 
tion. It seems advisable to make th 
draft out in the name of the specifi 
creditor, if the loan is secured prin- 
cipally to liquidate another debt. 


Collecting the Loan 


Efficient handling of collection 
essential to keep overhead costs and 
losses at a minimum. If an intensiv: 
investigation is made before granting 
the loan, collection follows much mor 
easily. However, scheduling payments 
correctly, recording them efficiently, 
handling delinquents successfully, and 


Higher rates keep away the more desirable busine 
which can get satisfactory accommodation elsewher 

The answer seems to lie in a middle course, or 
the generally unfeasible practice of pricing the ! 
according to the risk. A large national bank in t 
field answers it by having just one rate and 
credit risks, obtained by requiring none, one, 
co-makers. 
18 Haines, Profits and Problems in Small Loans, p 
quotes Mr. B. E. Henderson, president of House 
Finance Corporation, as saying: “Experie 
shown that borrowers attempting to use n 
10% of monthly income to meet principal installment 
and interest most frequently get into trouble.” 
undoubtedly advisable to consolidate pay! 
other debts, and guard against overindebtedne 


e 








ting fines wisely are of impor- 
nce in operating procedure.” A 
edule of twelve monthly payments, 
n the date selected by the client, 
common, though some banks 





rant eive payments weekly or fort- 
bee! nightly.% Rebates are usually granted 
sive, ‘or sizeable prepayments. 
0d} [he proper handling of delinquents 
ion tally related to profitable operation 
Vi the maintenance of goodwill. 
verbal admonitions of the inter- 
th view are re-stressed in the notice of 


ptance or in the coupon repayment 
a by stating again the value of 
dt prompt payment in maintaining a good 
rating. Several banks send out 
as soon as one day of delin- 
y has elapsed, though many 
nj anks prefer to wait four, five, or six 
ys. Failure to act upon the first 
minder calls for a more stringent 

tice between ten and fourteen days 

cif iter. Opinion is divided whether this 
te should merely warn the borrowers 

-makers are to be notified in case 

further delinquency, or whether the 

letter should be followed by an 

incement of notification and a 

to the endorser. The former 

SVE method of exerting pressure has proved 
ing { real effectiveness, as has also notifi- 
ion of co-signers. A third notice 

y informs the dilatory borrower 

is loan is fully matured and due 

In thirty days several banks 
ite that they turn the account 
»}a lawyer, often with 15% added 
tace of the note. The experiences 


aT not 
AliK iLCo 


nd ‘ ao 
4 5 nce. 


MacArthur, “Small Loans on a Large 

’ Banking, June, 1937, p. 30. To coordinate 

rms and operating routines with those 

r departments is necessarily an individual 
bler . 

rge bank has cooperating industrial companies 

lk payment to it once a month, while the 

amortize their loans by semi-monthly pay- 

le to the employer in the form of pay check 


xperience of a bank in New York State, where 
ige referred to the bank as a “Shylock” in trying 
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of other banks in court, however, have 
indicated that recourse to legal means 
should be used only as a very last 
resort.?! 

One bank calls the delinquent by 
telephone after ten days, chiefly for 
the purpose of getting him to come in 
and reveal the cause of his difficulty 
in meeting payments. In such cases it 
is possible that a new schedule of repay- 
ment or budgeting will improve the in- 
dividual’s ability to pay. All cases must 
be treated individually with the bor- 
rower’s honesty and the possibility of ill 
will kept in mind, for it is dangerous 
to exercise pressure indiscriminately.*” 

Banks occasionally hesitate to exact 
fines for delinquency because of the 
danger of impairing goodwill. When 
fines are imposed the penalty is usually 
moderate, however, many banks charg- 
ing five cents per hundred dollars per 
month. One bank charges twenty-five 
cents the first day overdue, and ten 
cents each day thereafter, per hundred 
dollars.** The latter scale of fines seems 
unduly harsh, though exacting a fine 
for each day brings in many delin- 
quents who would otherwise delay 
payment until the end of the month. 
Penalties may be explained and justi- 
fied by the cost of checking up on the 
delinquent, although the added income 
may mean a loss of goodwill. 


Making the Department Profitable 

Few bankers have ventured to gen- 
eralize about the very important ques- 
tion of the profitability of operating 


to enforce a just claim against a small loan borrower, 
gives some indication of the care needed in resorting 
to legal recourse. 

22Qne bank issues strong warnings against “‘first- 
nighters,” those who apply as soon as the department 
is opened and thus play on the inexperience of the 
bank. Also, it is estimated that an average of only 
5% of the borrowers should ever be seriously de- 
linquent, and those borrowers who fall behind after 
a few payments must be carefully handled. 

*3Q,. H. Odin, “Income Advances,” Banking, July, 


1935, P- 45: 
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a personal loan department. Present 
experience seems to indicate that their 
profitable, al- 
though bankers freely admit they do 
not know. Some banks feel that these 
departments aided in maintaining prof- 
its during the depression; other banks 
have been disappointed in their earning 
power, and some have abandoned them. 
While the question of joint, fixed, and 
costs makes any estimate of 
profitability difficult, in most cases 
these departments have made worth- 
while contributions to overhead.?4 
Profits will accrue only if an adequate 
volume of loans is obtained, a sufficient 
rate of interest charged, and losses kept 
at a minimum. The experience of the 
Morris Plan Banks which have lent, 
usually on two- or three-name paper, 
about four and a half billion dollars 
over a period of 27 years with losses of 
less than 0.5%*° indicates that there 
a high degree of safety in personal 
loans. The largest personal loan depart- 
ment between New York and Boston 
a 0.25% reserve adequate. 
The experience of the National City 
Bank of New York substantiates the 
adequacy of a reserve of this size.* 
Mr. Steffan testified before a Senate 
Committee that the record of his de- 
partment showed that about 99.25% of 
»aid by borrowers and 


installation has been 


variable 


considers 


the loans were re] 


0.50% by sone aed 
24 In several banks, one of the aftermaths of trying 
to determine costs in the personal loan department 
was the extension of this cost accounting to other 
departments 
25 News-Week, July 10, 1937, p. 28. 
* On page 8 of Mr. Steffan’s pamphlet, op. cit., is 
given the National City Bank’s loss ratio for seven 
—_ In 1933 and 1934 it was below 0.1%. This and 
imerous other examples indicate that all types of 
ynsumer credit agencies have loss records favorably 
c panes to the losses on the commercial loan 
portfolios of all member banks of the Federal Reserve 
System. (Cf. Banking, February, 1936, p. 29, and the 
Annual Report of the Comptroller of the Currency, 1937. 
The vigilance in the past has been an important reason 
ly to tell what 


for this surprising record. It is too early 


} 


the effect of the present depression will be upon the 
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Real rates of interest are about twic. 
nominal rates, since the borrower has 
the use of only half the amount of th, 
loan for the full period. Rates charged 
by legal competitive agencies run 
high as 42% per annum depending on 
the type of risk, the legal maximum 
allowed in the state, and competitive 
conditions. The personal loan depart- 
ments of many banks charge a nomina! 
rate of 6% per annum discounted, some 
adding fees for investigation and lif, 
insurance. One bank charges 3% per 
annum on the loan and a $5 investiga- 
tion fee. The rates of discount charged 
by banks average a real rate of interest 
of from 6%* to 25% per annum. A 
midwestern bank, in trying to price 
the loan partially on the basis of cost 
charges 5% per annum up to $40 


and 4% on the balance. Rates ar 
constantly under the pressure 
competition. 


Many banks charge a higher rat: 
which enables them to afford lower 
credit risks and attain larger volum 
The transfer of small commercia 
loans from the regular portfolio, to- 


gether with economies in handling, 


higher gross interest charge, and a 


quicker turnover of funds, helps t 
swell volume and increase net yield.’ 
Banks soon learn to value highl) 
the large potential volume in repeat 
business.” 


more recently established departments. See 4 
R. G. Smith, “* Banking and Personal Loans,” Bul 
of the American Institute of Banking, April, 193° 
pp. 148 and 149. 
71D. A. Reinbrecht, “American Character | 
Banking, October, 1935, p. 26. 
% This is figured from the choice given to 
tomers by the National City Bank of New Y 
2? An American Bankers Association survey indicat 
that the commercial loan portfolio of an average ! 
contained loans under $500 to the extent of 5 
number and only 3% by volume. Other studies hav¢ 
revealed the wide extent to which potential ecor 
resulting from handling this profitless paper 
mass-production basis are possible. 
%©The London Assurance Company suggests 
potential volume may be estimated by assun 


tne 





\s evidence that volume alone is not 
-nt cause for profitability, a bank 
ana last year abandoned its one 

n dollar, six-year old department 
grounds of unprofitability. State- 
indicate that a volume of $100,- 

$250,000 is the minimum for 
table operation.*! Eventually in- 
ed competition will make it diffi- 
r any other than large and 
ient departments to prove profit- 

If profits are to appear at all, 

ever, they should develop within 
two years. On the other hand, 
red \lr. Rolf Nugent warns against being 
rest too optimistic and suggests that costs 
\ mount after the first year as the need 
rsales promotion is felt, losses appear, 

1 the necessity for more careful ex- 

40 mination of applicants is recognized.*? 
Cost of operating varies with indi- 

banks. A survey of twenty-five 
nmercial bank personal loan depart- 
ts, with loan volume ranging from 

ve $100,000 to $250,000 each, revealed an 

m verage cost of $7.31 per $100,** a 

figure quite a bit higher than another 

t finding of $6.50.%4 

Legal considerations have encour- 
| the use of a fixed fee plus interest 
sonal loans. The legal status of 

is rates is currently being tested 
courts of many states. New York 

ly witnessed a bandwagon rush 
inks into personal loan depart- 
following a recent amendment 

he banking law which removed 
bts of the legality of banks’ engaging 





a bank’s depositors are car owners; that 

y a new car every four years; that one-half 

will buy on time; that the average loan will 
Thus, per hundred depositors, $1,500 addi- 
lume is possible (50 times 4 times 4 

$5 $3,125 outstanding or about $1,500 
Banking, February, 1936, p. 9. This indi- 
iggested method of estimating potential 
banks may find interesting, if not 


estimates are higher than former ones, 
ecause of higher costs, increased competi- 
ided losses from the recent depression. 
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in this type of business.** Generally 
speaking, legal justification for a dis- 
count rate of 6% seems to be on the 
basis that deposits for repayment still 
belong to the borrower, and that the 
loan is in existence for the entire period. 
Under any circumstances, it would 
seem advisable to secure legal counsel, 
not only as to the rates charged, but 
also concerning the legal forms used 
and the routines established. 


Promoting the Department 


Advertising is important, not only 
because of the necessity to obtain 
volume, but also because the extent to 
which it is used affects all the other 
operating problems. Essentially, the 
advertising should be on a plane con- 
sistent with the promotional policies 
applied to other departments of the 
bank. It should be informative rather 
than persuasive in character. The copy 
should avoid giving any implication 
that loans are granted to everyone who 
applies. Moreover, banks have found 
that an aggressive promotional cam- 
paign attracts lower grade risks, with 
the result that already difhcult op- 
erating problems become even more 
complicated. 

Methods of approach to the pro- 
motional problem range all the way 
from relying entirely on word-of-mouth 
advertising to the practice of paying 
old borrowers a premium of one dollar 
for each new customer secured for the 
department. Three methods found to 
32 Rolf Nugent, “‘The First Thing about Personal 
Loans,” Banking, August, 1936, p. 28. Cf. also, 
Banking, October, 1936, p. 75, June, 1936, p. 18, and 
June, 1937, p. 26, for articles on the subject by 


Mr. Nugent. 

33 Haines, Profits and Problems in Small Loans, supra, 
p. 16. 

34 Thid., p- 84. 

35 Present Day Banking 1937, 
Association, p. 54. See also Chapter XII, ‘Personal 


American Bankers 


Loan Departments in Banks”; and in Haines, Profits 
and Problems in Small Loans, pp. 18-27. 
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be suitable and effective are: (1) direct 
mail to a selected list, (2) window and 
counter displays in the bank, and (3) 
classified newspaper notices. Other 
avenues of approach consist of stuffers 
in monthly statements to depositors, 
newspaper display space, and radio. 

Cooperation with industrialists in 
the district has been very successful. 
Their assistance has extended to allow- 
ing a representative of the bank to 
discuss the service before employee 
groups and to furnishing mailing lists 
and even office facilities. The response 
of industrialists and their personnel 
departments has been based upon a 
realization of the need for this type of 
credit, and the competitive advantages 
which allow banks to furnish it at 
substantially lower rates to selected 
risks. Thus, they often recommend 
borrowers, and even make pay deduc- 
tions at the plant. In one case, the new 
small loan service so engendered good- 
will that the bank obtained a long- 
sought commercial account. Bankers, 
however, must give especial thought to 
sales promotion, not only because it 
involves a direct contact with the 
public, but also because of the some- 
what restrictive conditions necessi- 
tated by the high-powered advertising 
of some competitors. 


Other Benefits—Public Relations 


A common argument favoring the 
establishment of such “ personal credit” 
departments stresses the benefits and 
profits which will accrue to other 
departments. It is maintained that a 
bank can afford to operate a personal 
loan department at a loss in order to 
attract business for the savings deposit, 
checking account, or trust departments. 
However, an appraisal of the experi- 
%R. E. Doan, “Where to Sell Personal Loans,” 


Banking, March, 1937, p. 74. 
37 Haines, Profits and Problems in Small Loans, p. 6. 
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ence of banks that operate persona/ 
loan departments on this basis jndj- 
cates that they have no definite proo; 
to justify such a policy.” Moreover. 
opinion is divided as to the effect which 
the institution of a personal loan 
department will have on the bank’s 
business with local and national con- 
cerns with which it will compete. 

Yet many banks do see in the depart- 
ment a chance to strengthen their 
goodwill with the general public. To 
resell themselves involves not only 
offering a helpful and personal service, 
but also exercising extreme care ir 
advertising for, granting, and turning 
down applications. A bank’s handling 
of sales promotion, treatment of co- 
makers, and practice of courteous serv- 
ice should be consistent with its policy 
of promoting public relations. Thos: 
banks which accept losses of personal 
loan departments on the basis that this 
service promotes favorable public rela- 
tions should assure themselves that 
operation of the department definitely 
does increase goodwill. 


Personnel Requirements 


An essential feature of a successful 
personal loan department is a trained 
personnel adapted to this specialized 
business. The case histories of thos 
banks which have discontinued this 
service indicate that they often did not 
have men whose temperaments adapted 
them to the work. Personal loan men 
should be interested primarily in people 
and their problems, and should be 
willing to put up with petty details and 
troubles. Ineligible applicants, delin- 
quents, everybody must be handled 
diplomatically, and with a manne! 
free from superiority. To find men wit! 
personality and experience of thi 
nature is often a matter of luck, thoug4 
some banks have been successful ' 
training their own men or in securing 


+h 


m from local personal finance offices 
ndj - Morris Plan banks.** While it is 
iit to place a definite evaluation 
. oon the relative importance of the 
hich sersonnel factor, it can be stated almost 
ceneralization that whatever suc- 
ss a personal loan department at- 
ns is due in large measure to the 
telligence and diligence of those con- 
“t jucting the department. 
heir No general rule can be drawn as to 
7 the size of the staff necessary to handle 
volume of business. The situa- 
three different banks, with 
amounts of loans outstanding, 
no correlation between volume 
isiness and personnel required. 





In 


trial Loans 
\ distinction between ordinary con- 
loans, customarily secured by 
e on personal character, and so- 
industrial loans® with a lien 
goods as security, is necessary 
clearly understanding the new 
s involved in entering this branch 
small loan business. The field 
industrial loans is extensive 
varied. While the majority of 
re for the purchase of auto- 
biles,*! such articles as radios, re- 
ed ‘rigerators, oil burners, stokers, house- 
d furniture, and even commercial 
ipment and machinery, have been 
nsidered legitimate security. 
teresting article by a Morris Plan President, 
C. Boushall, ‘The Small Customer’s Large Impor- 
king, June, 1936, p. 24. 
k does a volume of over $500,000 per year 
nager, an assistant, and two girls; another 
a manager and an assistant for $200,000 
nd a third bank, handling over $1,000,000, 
ne officer, one stenographer, and one loan 
\ determining factor is the extent to which 
already on the pay roll can handle addi- 
ties in the new department. These considera- 
dificult problems in allocating costs. 
gy of these departments varies. “‘Time 
ised by a large New England bank, while 
> variations of the “Industrial Loan” title. 
ave become more acquainted with this type 
through Title I loans under the FHA. 
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The handling of industrial loans in- 
volves substantially the same con- 
siderations that were discussed above. 
The chief difference is that greater 
reliance for security is placed in the 
value of the article sold than in the 
earning power of the applicant, though 
the latter is by no means neglected. 
Moreover, the fact that a bank op- 
erates a personal loan department does 
not mean that it must necessarily 
make these installment purchase loans. 
It holds equally true that two separate 
departments are not essential when 
both types of business are sought, 
though such is the case in a large New 
England bank. 

The first distinction about operating 
technique concerns setting rates of 
discount and prescribing limits to the 
amount of the loan in relation to the 
value of the article and the repayment 
period. Contrary to general personal 
loan practice, industrial loan rates 
are often varied with the risk. Protec- 
tion for the bank is also sought by 
requiring a larger percentage equity 
for financing used articles than for 
new ones, as well as by limiting the 
repayment period.*? Attempts to stand- 
ardize rates and practices were recently 
made at a southern state banking 
convention. Schedules were set up 
for minimum down payments, repay- 


ment time limits, and rates. The 


41 The largest bank in California advertises that last 
year it financed more automobile purchases than any 
other agency in the state. T. C. Boushall, “Six 
Billions in Installment Loans,” Banking, January, 
1938, p. 23. 
42. Many banks omit the question of appraisals by 
arbitrarily limiting the amount to be loaned on new 
cars to 34 of the retail selling price, with an 18-month 
repayment limit; 60% and 12 months to repay are 
the limits for used cars, with no car over three years 
old acceptable at all. 

A midwestern bank adopted the following schedule 
for automobile loans for 1938: 
1938 models 5% discount 18 months for repayment 


1937 6% 18 
1936 6% 16 
1935-33 8% 12 








490 


various items included in the regula- 
tions ranged from vacuum cleaners and 
pianos to automobiles. ** 

Repossessions are a second important 
industrial loan problem. Recourse and 
repurchase agreements are popularly 
used, although their ultimate value 
rests with the strength and integrity 
of the dealer.*4 A survey of 400 banks 
making automobile loans of this type 
revealed only one repossession per 219 
loans, with an average net loss of 
$127.22 for every $1,000,000 lent.* 
The question whether to use chattel 
mortgages or conditional sales agree- 
ments depends largely upon local cus- 
tom and advice of legal counsel. 

Fire and theft, and often collision 
insurance is required, but the question 
whether the banks should write such 
insurance themselves or leave the field 
to local agents is a moot one. ‘The latter 
creates goodwill, but it means a sacrifice 
of revenue which many banks find 
constitutes a substantial portion of 
their departmental profits. 


Summary 


The potential field for 
financing is indicated by the rapid 
growth of the small loan companies 
which specialize in it, and by the very 
large credit institutions which have 
grown up to fill the demand for financ- 
ing the sales of various consumer ar- 
ticles, especially automobiles. Though 
that banks 
possess several advantages which may 


consumer 


there is some indication 


enable them to enter the field success- 
fully, they nevertheless face increas- 
ingly intense competition. 


The Burroughs Clearing House, December, 1937, 

4. (The same journal for September, 1936, p. 13, 
gives a list of banks in middle- and far-western states 
which had then installed personal loan departments.) 
44 ““ Non-recourse,”’ “with recourse,” and “repurchase 
agreement plans” are the three customary types. 
An evaluation of them is given by Mr. George D. 
Grimm, auditor of the National Shawmut Bank of 
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The utilization of unused facilities. 
funds, and personnel is in favor of 
introducing such a personal loan de- 
partment. Diversification of the Joan 
portfolio is offered by such activity. 
and also more efficient and pri fitabl. 
handling of small loans formerly sery- 
iced in the regular commercial port- 
folio. The possibilities of additiona] 
contribution to overhead, of improving 
public relations, and of the extension of 
more service to the community, must 
be weighed against the numerous dis- 
advantages. A poorly run department 
will not only be unprofitable and detri- 
mental to goodwill, but may als 
impair the reputation and commercial 
business of the bank. 

Any bank considering action on this 
matter must evaluate both the external 
forces peculiar to the community and 
itself and its willingness to face the 
erating and management considerati 
discussed above. Successful depart- 
ments have been found to be those ir 
which personal loans have been ap- 
proached as a new type of service whic! 
differs essentially from the customary 
transactions. Selecting and _ training 
personnel and promoting the new de- 
partment demand special attenti 
Important also are low-cost operating 
routines, the pricing of the loan, mai 
tenance of adequate volume, and sound 
judgment of the value of the securit) 
offered. Though very few banks actu 
ally know whether the business is 
profitable, those who have efficient!) 
administered and soundly conducted 
their personal loan departments ha’ 
generally been satisfied that it | 
worthwhile addition to their servic 
Boston, in The National Auditgram, the 1 
bulletin of the National Association of Bank Auditor 
and Comptrollers, January, 1938, p. 4. 
‘5 Banking, November, 1936, pp. 31 and 36. Halt 
the 400 queried replied, expressing almost una: 
satisfaction with automobile and other loans 
type. 





RECENT PUBLICATIONS IN THE FIELD OF 
INTERNATIONAL ECONOMIC RELATIONS 


BY J. ANTON DE HAAS 


HE field of international eco- 
nomic relations encompasses 
such a wide range of questions 
selection of publications which 
d in this general department 
y during a short period is likely 
ent a one-sided and fragmentary 
of world problems. 
volumes presented herewith 
cussion are a decided exception 
general rule. The topics with 
| they deal are not only of funda- 
importance, but together they 
itute a balanced approach to 
essing problems of economic 


t 


struction. 
ms of Raw Materials 

y of raw materials has 
recently been a much neglected 
in this country. Except for 
urses in agricultural marketing, 
primarily with commodities 
ted by America, little attention 
paid to this group of articles of 


St udy 


y 


ommerce. 
cent years it has become clear 
relation existed between the 
us collapse of 1929 and condi- 

they had developed in the 
iterials industries. Just what 
lation is cannot yet be stated 
lefiniteness. It has seemed prob- 
r some time that the rapid 
nization of these industries 
portant element in the situation. 
[vent of the internal combustion 
cheap and mobile 
, played its part. The sudden 
rity during war years made 
inization possible. The accumu- 


1s 


supplying 
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lated overhead became a major factor 
in production when with the end of the 
War old sources of supply once more 
began to produce. What made matters 
worse was the encouragement given 
to these industries by governments 
striving for self-sufficiency. Adjustment 
of production in response to price 
changes, that supposedly automatically 
operating remedy, was in most cases 
retarded if not made impossible by 
the fixed charges which frequently 
caused production to increase in the 
face of falling prices. The raw materials 
industries thus present an interesting 
field for economic study—a veritable 
proving ground for, many economic 
theories thus far accepted as axiomatic. 

From the point of view of diplomacy, 
the raw materials industries also offer 
a fruitful field of study. The value of 
colonies and the problem of access 
to sources of essential, and especially 
of strategic, raw materials will continue 
to be disturbing questions and will 
for a long time to come supply the 
basis for diplomatic discussions. ‘The 
increasing similarity in industrial devel- 
opment beyond the locally available 
sources of raw material wealth, quanti- 
tatively as well as qualitatively, will 
add fuel to the fires of international 
claims. 

A recent World Affairs book, Raw 
Materials, Population Pressure, and 
War, by Sir Norman Angell,' gives a 
pithy, nontechnical, and popularly 
written statement of the relation be- 


1 Sir Norman Angell, Raw Materials, Population Pres- 
sure, and War. Boston: World Peace Foundation, 


1936. 46 pp. 75¢- 
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tween the raw material question and 
war. Its principal virtue lies in pointing 
out that “conquest of territory is not 
necessary to ensure adequate supplies 
of raw material.” Its weakness lies 
in the fault so common in the writings 
of Sir Norman Angell in the over- 
simplification of the problem. To read 
the pamphlet, an uncritical reader 
might easily be led to the conclusion 
that since scarcity is not the issue but 
oversupply, the claims of the so-called 
‘“‘have not” countries are wholly un- 
founded. It would be a happy world 
indeed if this were the case. Unfor- 
tunately, preferential export duties 
and many other less openly exercised 
discriminatory controls spoil the sim- 
plicity of the picture. The facile 
solution offered by Sir Norman falls 
with a fuller appreciation of the real 
problems involved. 

Of far greater value, and a real con- 
tribution to the intricate problems, is 
the series published under the well- 
known, able direction of Professor Her- 
mann Schumacher. This series, under 
the title “Changes in World Economy” 
(Wandlungen in der Weltwirtschaft), 
starts with the correct assumption 
that little can be said of value about 
the problem by casting all raw mate- 
rials into the same mold. Not gen- 
eralization, but careful analysis, is 
needed at this point. Even the most 
superficial study reveals not only the 
basic differences between the problems 
related to raw materials and those 
characteristic of the manufactured 
articles, but another even more sig- 
nificant fact: the fact that each raw 
material presents certain basic prob- 
lems peculiar to itself. No generaliza- 
2 Wandlungen in der Weltwirtschaft. Heft 1: Rohseide 
by Eva Fliigge. 113 pp. 6 RM. Heft 2: Wolle by Hans 
Hermann Schiiler. 200 pp. 10 RM. Heft 3: Kunst- 


seidenindustrie by Eva Fligge. 128 pp. 6 RM. Heft 4: 
Steinkohle by Ernst-Georg Lange. 155 pp. 6.50 RM. 
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tion can be of any value until a carefy 
painstaking study is made of the 
peculiar problems of production and 
marketing that surround each product. 

Mere studies of prices can never 
give us an answer. Prices are the 
result of the factors to be studied ang 
understood. 

It is not surprising that these 
valuable studies should come to y; 
from Germany. Long before the War 
the study of raw materials was under. 
taken seriously there—long before j: 
was realized in this country that any 
peculiar questions might be related 
to the industries involved. 

Thus far seven studies have been 
published.? The products with whic! 
they deal are: silk, wool, artificial 
fibers, coal, silver, tin, and whale oil. 
These studies, although written by 
different authors, are of unusually 
uniform excellence. The funds wer 
provided by the Rockefeller Founda- 
tion, but they are the product of th 
seminar conducted by Professor Schu- 
macher in Leipzig. They bring togethe: 
a wealth of statistical information and 
gather from widely scattered sources 
information about production and mar- 
keting. Their chief value lies in th 
skill with which the various factors 
are related and in the interpretatio: 
of the facts and figures. In all th 
volumes the development of the indus- 
try in question is shown, not only s 
far as the technical production factors 
are concerned, but especially in relation 
to the supply of capital. The interplay) 
between elements in the demand and 
supply, the effects of substitution, 
and the development of new sources 
of supply are ail brought together, 
Heft 5: Silber by Herbert Wegner. 176 pp. 7.50 RM 
Heft 6: Zinn by Josef Wollnik. 224 pp. 10 RM. Heft 7 
Der Walfang by Erik Lynge. 124 pp. 6 RM. Leipzig 
Bibliographisches Institut AG., 1936. 
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reful, -arefully written and illuminating. 
Perhaps one generalization is war- 
ranted at this time. Evidence seems 
point clearly in the direction of 
creasing fixed charges as an impor- 
‘ant element in the varied problems 
presented. The effect of these fixed 
charges is probably more disturbing 
, the older than in the newer indus- 


y us ‘wes 


he Flow of Investment and Trade 


Next in importance to the problems 
1 f the raw materials industries rank the 
ated problems arising out of the flow of 
capital. A valuable contribution in 
this field is Canadian-American Indus- 
hic ‘ry,’ published under the direction 
f the Carnegie Endowment for Inter- 
national Peace. The three authors, 
| Herbert Marshall, Frank A. Southard, 
1a Jr, and Kenneth W. Taylor, have 
succeeded in producing a volume which 
will prove of great value. It is exceed- 
ingly well documented, and for almost 
factual statement the source 
given in the elaborate footnotes. 
Notwithstanding this devotion to accu- 
rces racy, the book tells the story of the 
interrelation of American and Cana- 
lian industry in an interesting and 
very readable way. 

f particular interest is the chapter 
n “Canadian Industry in the United 
States.”’ All too frequently it is assumed 
ys that the migration of industry and of 
financial control extends only from 
south to north. As the authors point 
it, it is by no means a rare phenom- 
and enon that Canadian interests move 
southward across the border. 

rces The chapter on “ Motives” analyzes 
the factors that have played a part 
in this “‘across the border”’ activity. 
Dividing the various companies into 


, 
Cnu- every 


' Herbert Marshall, Frank A. Southard, Jr., and 
Kenneth W. Taylor, Canadian-American Industry. 
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two groups, the conclusion is reached 
that one group is motivated primarily 
by the need for reliable sources of 
raw materials, while the second group 
is “‘motivated essentially by the desire 
to bring the product within the pur- 
chasing power of the foreign consumer.” 

It is a matter of regret that this chap- 
ter is so short. The authors would have 
rendered a distinct service if they had 
given their readers the full benefit of 
the knowledge gained from the many 
cases studies that fill the preceding 
chapters. 

The chapter on ‘Consequences and 
Problems” is devoted to the public as- 
pect of the flow of capital and technical 
skill. Unlike some economic historians 
the authors are careful to point out 
that “no estimate of the problems of 
the future can be adequate if based 
solely on past trends.”’ Again, it is re- 
grettable that the authors didnot give a 
somewhat freer rein to their imagina- 
tion in outlining the possible course of 
future events. As it is, they confine 
themselves to pointing out that Cana- 
dian opinion is gradually becoming 
reconciled to the large American invest- 
ments in Canada and that probably 
Canada in the future will depend less 
and less on capital imports. It is not 
possible to find fault with these conclu- 
sions. In view of the excellence of the 
study the reader feels that the authors 
were in an exceptionally favorable posi- 
tion to chart the alternate courses for 
the future. What, if any, might be the 
effect of a demand for greater strategic 
safety on the part of Great Britain? 
What, if any, might be the effect of the 
United States’ reciprocal trade policy? 
Questions such as these and many 
others arise in the minds of the readers. 
But this wish to have been afforded a 


New Haven: Yale University Press, 1936. 375 pp. 
$3.00. 
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vision of the possible future in no way 
should be taken as a criticism of the 
study. It is a painstaking, well bal- 
anced, and valuable contribution to our 
knowledge of American-Canadian rela- 
tions up to date. 

To all those who have made the at- 
tempt to follow the development of the 
American foreign policy and to gauge 
the effect of the reciprocal trade agree- 
ments upon the foreign commerce of 
the United States, the volume of Dr. 
Henry J. Tasca will come as a welcome 
arrival. Under the title, The Reciprocal 
Trade Policy of the United States,* he 
examines briefly the background of the 
new 1933 policy and then sets about to 
examine it from every angle. ‘The much 
debated problem of most-favored na- 
tion treatment receives the attention it 
deserves. After all, the equality of treat- 
ment policy is inseparably bound in 
with the basic philosophy of our trade 
agreement policy. As the author cor- 
rectly points out, “The United States 
rescued the clause in the moment of its 
greatest danger’ (page 168). 

The author acquits himself well of 
the very difficult task of estimating the 
probable effect of the trade agreements 
upon the flow of trade. He explains in 
detail and clearly the obstacles that 
face the statistician in arriving at con- 
clusions in this matter. Although com- 
pelled to agree with the author that the 
“bilateralism”’ of Italy, Germany, and 
Japan are definite obstacles to the ex- 
tension of the Hull program to the 
countries affected, one need not accept 
his conclusion that a “‘ reconciliation be- 
tween the two philosophies must be 
brought about.” It is indeed difficult 
if not impossible to envisage a recon- 
ciliation which would not imply such a 
‘Henry J. Tasca, The Reciprocal Trade Policy of the 
United States. Philadelphia: University of Pennsyl- 
vania Press, 1938. 385 pp. $3.50. 


radical sacrifice of principle that the 
entire American system would not be 
endangered. In my opinion, a strict ad- 
herence to the American policy will b. 
the greatest contribution to the estab- 
lishing of normal trade relations. No 
immediate advantage to be derived 
from “reconciliation” can possibly off- 
set the loss which will result from a 
sacrifice of the underlying philosophy of 
our present policy. 

The author makes mention of the 
relation between our creditor position 
and the war debts. The reference is onl; 
made as an afterthought. That is un- 
fortunate. In a study of “‘Trade Phi- 
losophy”’ it would have been wise to 
include a somewhat more detailed 
examination of the relation between 
our trade policy and the country’s cred- 
itor position. It is to be hoped that the 
author may find occasion to point out 
this important relation in some subse- 
quent publication. 

An attempt to present a well rounded 
study of commercial policy is found in 
the volume entitled British Econom: 
Foreign Policy® by J. Henry Richard- 
son. British policy is of double interest 
to us. Great Britain continues to be the 
center of the world’s trade and finance 
And it is well for us to be reminded of 
the fact that quietly and without ex- 
plosive political battles that country 1s 
reorganizing its domestic and foreign 
relationships. There is much that we 
can learn from our sister democracy, i! 
only how to adapt ourselves to chang- 
ing times while remaining emotionally 
balanced. The book, which deals in 
separate chapters with the Monetary, 
Financial, Commercial, Imperial Trade, 
Agricultural, and Labor Policies, is an 
epic of the courageous manner in which 
5]. Henry Richardson, British Economic Foreign 
Policy. New York: The Macmillan Company, 193°. 
250 pp. $3.00. 
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the Great Britain has been able and willing 
t be -o meet the challenge of change. It is 
y and an able presentation. The 
lb oroblem faced by Great Britain is in 
tal many respects of greater magnitude 
Ni than that of any other country in Eu- 
ived rope. To a far greater extent than 
off- thers, Great Britain has built its 
ma nomic life upon world trade. In the 
y of face of political uncertainties the prob- 
m before the country is to what ex- 

the ent normal and profitable peacetime 
Hon relations must be sacrificed in order to 
nly attain wartime security. It is essentially 
vith this problem that the book con- 
hi- cerns itself. The author points out with 
to wisdom and insight that the adoption 
led f a protectionist policy brings with it 
ee! erave responsibilities. Since tariffs in 
ed- the empire affect production in non- 
the empire countries, the government has 
ssumed the task of deciding what final 

Se- adjustments in productive activity be- 
tween the empire and nonempire coun- 


led tries will be considered as satisfactory. 
in In other words, there must be a plan— 
n n which domestic and foreign produc- 
d- tion will reach a more ideal balance. 

est This realization that tariffs are in- 


he struments not only of domestic but of 
international readjustments, if trans- 
ol lated into foreign policy, would lead to 
X- intelligent economic international co- 
peration. The uncomfortable fact is 


yn however apparent that such a plan ex- 
ve ists only in the wishes of the author and 
If s not evident in the activities of the 
g- government. Especially in its agricul- 


ly tural policies there are many inconsis- 
LI tencies, and there is little coordination 
ys between the various schemes to 
control production in wheat, pigs, 
potatoes, eggs, poultry, and other agri- 

iitural products. The threefold ambi- 
tion to support domestic agriculture, to 
give preferential treatment to the do- 
minions, and to maintain active trade 





relations with other countries places a 
problem before the government of no 
mean proportions. The situation is still 
further complicated by the expressed 
desire not to penalize the consumer. 
The problem is not solved, although 
reduced in proportion, by the decision 
of Great Britain to “concentrate her 
farming upon those foodstuffs which 
she is best fitted to produce.” If that 
were indeed the plan, no protective 
measures would be required. 

All in all, this excellent study of eco- 
nomic policy leaves the definite impres- 
sion that however desirable a plan may 
be, there is no evidence as yet that any 
plan exists. As in the United States, the 
government acts under pressure of dis- 
tressed groups to provide relief for spe- 
cific emergencies, only to discover that 
when relief is provided new emergencies 
have been created. And so ad infinitum. 
To the reviewer the most significant 
events in Great Britain are related to 
the modernization, reorganization, and 
combination movement in the basic in- 
dustries. To be sure, this movement is 
only indirectly related to economic for- 
eign policy, but the effect of this move- 
ment upon Great Britain’s competitive 
position and the ability of industry to 
make private agreements with foreign 
combines will become increasingly im- 
portant factors in the nation’s foreign 
policy. Only one paragraph is devoted 
to this important question when a pass- 
ing reference is made to the British Iron 
and Steel Federation agreement with 
the European Steel Cartel. 

The Practice and Finance of Foreign 
Trade, by W. W. Syrett,® is a con- 
venient handbook for those unfamiliar 
with the terminology and documents 
in foreign trade. Containing only 226 


8 W. W. Syrett, Practice and Finance of Foreign Trade. 
New York: The Macmillan Company, 1938. 226 pp. 
$2.00. 
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pages, of small size and large print, 
it is not surprising that the title 
leads one to expect a somewhat more 
ambitious product. The chapters on 
“The Origin of Trade” and “The Sale 
of Goods and the Rights and Duties 
of Buyer and Seller,” covering as 
they do a combined space of 17 small 
pages, are wholly inadequate and 
contribute nothing to our knowledge. 
The chapters dealing strictly with 
financial matters are short, but give 
a fairly complete picture of the tradi- 
tional methods of financing foreign 
transactions. Distinctions are not al- 
ways clearly drawn. Authority to 
negotiate and letters of credit are 
spoken of as if they were synonymous; 
at least, no distinction is made between 
them. The chapters on “Exchange 
Risk,” “Transfer Risk,” and ‘“Ex- 
change Clearings and Barter,” are 
to the American reader of more inter- 
est. Little has as yet been published 
in the United States on these questions 
in a form easily accessible and digesti- 
ble to the business man. These chapters 
constitute the most valuable section 
of the book. It is difficult to decide 
whether the fact that the volume is 
written entirely from the British point 
of view is a virtue or a shortcoming. 
This much is certain, that the method 
of treatment precludes a critical analy- 
sis based upon international com- 
parisons and limits the author to 
little more than a descriptive glossary. 

Of quite a different character is the 
all-too-short but very readable survey 
of European conditions by Charles 
E. Stuart, President of the National 
Foreign Trade Council. European Con- 
ditions in Their Relationship to Inter- 
7Charles E. Stuart, European Conditions in Their 


Relationship to International Trade and Export Credits. 
New York: National Foreign Trade Council, 1936. 








national Trade and Export Credits? js 
what it claims to be, “a report” of a 
visit to six of the countries of Europe, 
It does not claim to be a scientific 
analysis. Its undeniable service lies 
in the good judgment with which a 
few outstanding factors of importance 
were selected and their essential fea- 
tures briefly described. Of special 
interest is Part II, which gives a brief 
but correct statement of the various 
governmental export credit schemes, 
It is a very useful little book for the 
business man who wants a brief state- 
ment of fact and a flashlight picture 
of the kind of business world he faces 


abroad. 


South America and the Far East 


Another group of books presented 
for review deals with the two sections 
of the world at present of most immedi- 
ate interest to the American student 
of world economic affairs. Carleton 
Beals’ America South® is a most timely 
and valuable contribution. The prob- 
lem of the relation between the United 
States and Latin America is not pri- 
marily one in the field of economics. 
Statistics can contribute little at the 
present time. The battle of interests 
between the United States and the 
three powers, Italy, Germany, and 
Japan, is fought first of all in the 
cultural field. We have been woefully 
lacking in an appreciation of the social 
and cultural life of the countries south 
of the equator. We have too often 
proceeded on the easy assumption 
that our civilization was obviously 
superior and that this superiority would 
inevitably be recognized, especially 
if supported by a decisive and masterful! 


134 pp. $1.75. . 
® Carleton Beals, America South. Philadelphia: J. 8B. 


Lippincott Company, 1937. 559 pp. $3.50. 
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sovernmental policy. We have modified 
‘s attitude in recent years, but we 
ill lack an appreciation of the pecul- 
cultural developments among our 
eighbors. 
There is much that we can contribute 
them. There is much that we can 
rn from them. A new civilization 
in the building. Out of the remnants 
native culture and the fragments 
the culture of Europe and Asia, 
new blending of ideologies and aims 
; emerging. 
Although Beals cannot be said to 
wholly free of bias and is sometimes 
vept along by his sympathy into a 
point of view not entirely objective, 
his book is a masterpiece of presenta- 
To understand our “‘neighbors” 
to deal with them as our equals, 
ve must see them in the completeness 
their life and emotions. We must 
the cruelty, the love of beauty, 
struggle for self-expression, the 
sentments, the hopes of the new 
\tlantis. To this understanding Beals’ 
est work makes a contribution of 
greatest value. The reader closes 
‘ book humbled by the vistas of a 
brilliant but dimly defined future. 
Coldly descriptive of facts and trends 
mes The International Economic Pos1- 
n of Argentina,’ in which Mr. Vernon 
Lovell Phelps tells the story of the 
nomic struggle of Argentina since 
the outbreak of the World War. Of 
particular importance is the light which 
thrown upon the present status and 
tuture possibilities of industrialization 
the country. The relative scarcity 
the raw materials which thus far 
have formed the basis of industrializa- 


tion seems definitely to indicate that 


ndustrialization will need to develop 


‘Vernon Lovell Phelps, The International Economic 


ition of Argentina. Philadelphia: University of 
lvania Press, 1938. 291 pp. $3.00. 


in the direction of specialization rather 
than in that followed by ill-advised 
Japan in a copying of the European 
and American patterns. 

In view of the very great importance 
of the economic penetration of Japan 
and Germany in Latin America, special 
attention to these developments would 
have been valuable. As it stands, the 
book gives a concise and accurate 
picture of the relations, economic and 
financial, of the country with the 
United States and Great Britain, but 
makes no attempt to trace the effect 
of trade and exchange agreements 
upon its trade with other countries. 
Even in the chapter dealing with 
‘““Competitive Factors in the Import 
Trade of Argentina,” no reference is 
made to any other competitors. This 
is regrettable, for surely the effect of 
German and Italian trade missions 
and of treaties with these countries 
cannot be considered negligible factors 
in the general picture. This in no 
way detracts from the value of the 
study as far as it goes. But it seems 
that its value would have been en- 
hanced by making the picture more 
comprehensive. 

In the Pacific, Japan is now fighting 
a war justified by its spokesmen as 
the inevitable outcome of economic 
pressure within the empire. ‘To what 
extent this claim is justified and to 
what extent the natural peaceful ex- 
pansion of Japanese trade was pre- 
vented by trade barriers in the Pacific 
is a matter of more than passing 
interest. It is not primarily a question 
of justifying aggression—there can be 
no justification for this—but rather 
of the after-war adjustments. Another 
treaty of the Versailles type can only 
doom the Pacific area to continued 
strife. 
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The volume by Philip G. Wright, 
Trade and Trade Barriers in the Pacific, 
thus deals with a question of outstand- 
ing future importance. The study is 
largely a statistica. compilation and, 
as is to be expected, leads to rather 
uncertain conclusions, notwithstanding 
the monumental task of collecting 
data. In most cases it is impossible 
to determine to what extent trade 
barriers as such are responsible for 
changes observed in imports. Another 
defect always adherent to such studies 
is that they are usually out of date as 
soon as they are published. The chapter 
on Netherlands-India has today little 
significance except historically, since 
the fiscal tariff policy was abandoned 
for a policy of import quotas. No 
mention is made of the export duties 
in this colony, many of them imposed 
to make crop control effective in the 
case of native producers. One also 
looks in vain for any reference to 
preferential export duties in British 
Malayia. The large volume brings to- 
gether in convenient form a large 
quantity of carefully edited trade 
statistics. 

10 Philip G. Wright, Trade and Trade Barriers in the 
Pacific. Stanford University: Stanford University 
Press, 1935. 546 pp. $4.00. 


An interesting study in the field oj 
socio-economic effects of Migration 
in the Pacific area is the book by W. |. 
Cator, The Economic Position of th, 
Chinese in the Netherlands Indies.1 
Migration from South China into the 
Indies has been of such marked impor- 
tance that a study of its effects upon 
the islands and upon the emigrants 
themselves is of decided value. Mr. 
Cator makes no claim at having pre- 
pared an exhaustive study. He does 
present, however, a very clear and 
balanced picture. The large bibliog 
raphy at the end of the book brings 
together the more important sources, 
and in glancing over the list American 
readers will readily see that apart 
from the original contributions made 
by the author he has performed 
signal service in giving the American 
student access to the essence of mate- 
rial published in the Netherlands 
language. The book should claim th: 
attention alike of economist, historian, 
and sociologist as a well documented 
study, greatly enriched by concrete 
references and examples. 

1 W. J. Cator, The Economic Position of the Chinese 


in the Netherlands Indies. Chicago: University 
Chicago Press, 1937. 275 pp. $3.00. 











TWO YEARS OF BOOKS ON TRANSPORTATION 
BY GEORGE P. BAKER 


OOKS in the field of transporta- 
tion published during the past 
two years are classified in this 

review under the headings Relations 
th the Government, Symposia, His- 
y, Urban, and Foreign. No general 
xts have been published during this 
iod in spite of the frequency with 
ch books on railway economics are 
nt to appear, and Locklin’s Econom- 

f Transportation, 1935, remains the 

most modern of the texts now being 

a revision of this work has just 

en announced,! giving greater atten- 
ion to passenger transportation and 
enlarging the treatment of air transpor- 
tation. No new books of import have 
ppeared on the subject of water trans- 
rtation, and Johnson, Huebner, and 
Henry’s comprehensive volume on the 
bject is the most modern.? While no 
new books have appeared on this sub- 
there is one complete magazine 

sue which is worth perusal by those 
terested in water transportation, and 
ne publication of the government 
which is also recommended. The maga- 
zine issue is that of Fortune, September, 
1937, entirely given over to the subject 
{the American Merchant Marine. The 
government publication is the E£co- 
mic Survey of the American Merchant 
Varine which supplements, along with 


aspecial survey on Atlantic air services, 


the 1937 report of the United States 
\laritime Commission. Fortune gives a 
striking picture of the present Mer- 
nant Marine, the problems facing it, 


hicago: Business Publications, Inc. 800 pp. $4.00. 
appear in August, 1938.) 


“New York: D. Appleton-Century Company, 1935. 


555 pp. $5.00. 


r 
The Interstate Commerce Commission. New York: 
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and the men who are trying to solve 
those problems. The ships themselves, 
the companies which own them, the 
shipyards which build them, the ports 
they ply from, and the men who man 
them are all discussed. The viewpoint 
and the authenticity are often strained 
by the desire for the dramatic, but if 
the reader has conditioned himself 
to enjoy reading such publications 
without believing all he reads, he 
will be able to gain much from 
this issue of Fortune. The Economic 
Survey by the Maritime Commission is 
a masterpeice of unimpassioned reason- 
ing on a subject usually treated with 
high emotion. 


Relations with the Government 


Of the works falling under this head- 
ing, Johnson is a compendium on the 
history and status quo of government 
relations with rail, highway, water, and 
air transport. Duncan’s book is a well 
reasoned plea for a_ sensible policy 
short of government ownership, while 
Middleton and Sorrell deal directly 
with that question. Included under any 
such general heading as the above there 
should, of course, be Part IV of I. L. 
Sharfman’s work on the Interstate 
Commerce Commission.’ This is not re- 
viewed in detail here; suffice it to say 
that Part IV deals with the Commis- 
sion’s organization and procedure and 
is of the same high quality as the pre- 
vious volumes recently reviewed in the 
Harvard Business Review.' 

he Commonwealth Fund, 1937. 564 pp. $4.50. 
‘Winter, 1938, p. 237, on “‘Some Recent Books 
Dealing with Public Administration” by Howard L. 
Bevis. The fourth volume will be included in a subse- 
quent review in that field. 
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A National Transportation Policy by 
C. S$. Duncan is an excellent piece of 
work. Dr. Duncan is economist for the 
Association of American Railroads, and 
lest any reader suspect him of trying 
to appear unbiased when his leanings 
would naturally be pro railroad, the 
first words in the book are “‘I am in the 
employ of the railroads and have been 
for the past thirteen years.” In spite of 
this relationship his book is a finely 
impartial, logical study which pro- 
gresses forcefully and clearly to his final 
chapter. Each chapter seems necessary 
to the full theme. 

The reviewer was not convinced that 
the embracing of a “Sound National 
Transportation Policy,” such as Dr. 
Duncan desires, would per se remedy as 
many evils as the author believes, but 
that it would be advantageous for the 
country as a whole and is therefore 
desirable, the author leaves no doubt. 
There is, he feels, “‘a set of principles 

that are fair and intelligent, by 
the faithful following of which we may 
be guided in this particular transporta- 
tion period into a fair and impartial 
method of dealing with the problem as 
a whole and with each agency.” In the 
chapter entitled “ Relative Usefulness”’ 
the author explains that “‘the relative 
usefulness of an agency of transporta- 
tion cannot be solved by a single simple 
formula.” This, the reviewer feels, is 
the main limitation to Dr. Duncan’s 
program. The decisions as to relative 
usefulness will depend on whatever 
motivating forces lie behind the deci- 
sions of the men on whatever govern- 
mental agency eventually controls. 

In the chapter urging the advisabil- 
ity of a consistent as well as unified 
policy, there is included a striking chart 
'C. §. Duncan, 4 National Transportation Policy. 
New York: D. Appleton-Century Company, 1936. 
315 pp. $3.00. 


® Report of Federal Coordinator of Transportation, 1934, 
House Document No. 89, 74th Congress, First Session, 


which shows the inconsistencies of 
present United States policy in regard 
to treatment of the five transport agen- 
cies: railroads, waterways, highways. 
pipe lines, and airways. The book pro- 
ceeds with discussions of competition 
and coordination, rates and services. 
safety, economy, efficiency, etc., to 
policies in foreign countries. The latter. 
unfortunately, offer little of help in 
solving the extant problem in the 
United States. The final chapter pre- 
sents the author’s suggested “Sound 
National Transportation Policy,” the 
heart of which is well expressed by a 
quotation from a report of the Federal! 
Coordinator of Transportation: 


to promote, encourage, and develop 
an adequate national transportation sys- 
tem embracing all necessary transportation 
service and facilities for the efficient han- 
dling of the commerce of the United States 
and for the national defense; to deal fairly 
and impartially with each mode of trans 
portation, whether by rail, by water, by 
air, by highway motor vehicle, by pipe lin 
or by any combination of any two or more 
of the several modes of transportation; and 
to foster and preserve all such modes of 
transportation to the extent consistent with 
the development of an adequate national 
transportation system as above described." 


In 11 paragraphs at the end of the book 
Dr. Duncan expands upon this theme, 
and 11 points, all desirable, are sug- 
gested as a basis for our transportation 
policy. To none of these suggestions can 
exception be taken. 

Government Regulation of Transporia- 
tion by Emory R. Johnson’ is a detailed 
account of the history and present 
practices of government regulation of 
transportation by rail, highway, water, 
and air. This book therefore brings to- 
pp. 224-225. 

7 Emory R. Johnson, Government Regulation of Trans- 


portation. New York: D. Appleton-Century Company, 
1938. 694 pp. $5.00. 
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ther much information which the 
-rudent has had to pick previously from 
srious other volumes or disassociated 
arts of other texts on transportation. 
To business men and students inter- 
sted in the general relation of govern- 
ent to business the book should be 
most helpful as a reference, for it pre- 
sents the important information on the 
elation of government to this one large 
vision of economic activity. It is, like 
Professor Johnson’s works, strong 
the presentation of the historical 
ckground of whatever important is- 
1es are under discussion. 
It is the author’s feeling that the 
ited States should continue with pri- 
ownership and operation. The ne- 
ssity for a clear concept of regulation 
tressed, and the first part of the book 
leals with the objectives and principles 
regulation. The book is brought 
trictly up to date and therefore in- 
ides the provisions of the Merchant 
\larine Act of 1936, the Motor Carrier 
\ct of 1935, and the Air Mail Acts of 
1934 and 1935, as well as the McCarran 
Bill currently before Congress for the 


regulation of air transportation. The 


so odd pages on government aid and 


regulation of air transportation are es- 


ecially valuable, since most transpor- 


tation texts are very sketchy on this 


ibjec i 
In the final division of the book Pro- 
rr Johnson discusses ‘‘A National 


'ransportation Policy” and “The Uni- 


ication of the Federal Regulation of 


l'ransportation.” He believes that the 


present policy as to inland waterways 


.0uld be modified to eliminate much 
{ the present subsidy to private ship- 


pers, but feels that the subsidy to air 
transport should be continued since he 


is stated earlier in the book that ‘“‘ The 


technical improvements that are being 
made in aviation, and that are in pros- 
pect, are of great public importance, 


and they can be accomplished only by 
the aid that private enterprise can be 
given by the cooperation of the Gov- 
ernment’s scientific and administrative 
agencies and by the assistance of pub- 
lic funds.” That this policy should not 
be continued indefinitely, however, is 
indicated by his comparison of air and 
inland water subsidies where he says, 
“In the case of a new transportation 
service, such as that rendered by air 
carriers, there may be a promotional 
period during which the public, to its 
own advantage, may properly and 
wisely bear a part of the expense of pro- 
viding necessary facilities; but trans- 
portation by water is no longer a new 
service to be regarded as in the promo- 
tional period of its development.” The 
final chapter on “ Unification of Federal 
Regulation” stresses the need for hav- 
ing all regulation under the Interstate 
Commerce Commission, answers the 
fears of those who feel that this Com- 
mission would be “railroad minded”’ 
in its decisions, and finally presents the 
Federal Coordinator’s suggested reor- 
ganization of the Commission to handle 
all forms of transportation, the objec- 
tions of the Commissioners themselves 
to such a reorganization, and the au- 
thor’s advice that the Commission, not 
Congress, should decide how best this 
question of administration should be 
settled. 

The final division of the book is 
closely along the lines, though very 
condensed, of Dr. Duncan’s 4 National 
Transportation Policy, discussed above, 
and while the ideas presented are there- 
fore not new, they are sensible and well 
expressed. 

Railways of Thirty Nations by P. 
Harvey Middleton*® is an instructive 
and readable book sponsored by the 
Railway Business Association, an asso- 
§P. Harvey Middleton, Railways of Thirty Nations. 
New York: Prentice-Hall, Inc., 1937. 348 pp. $3.00. 
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ciation of concerns in the business of 
selling supplies to railways, in their de- 
sire to prevent government ownership 
of railroads in this country. It is written 
by the secretary of the organization. 
Although the purpose of the book is 
propaganda, there is so much interest- 
ing material presented, the arrange- 
ment of the material and the printing 
are so pleasing, and the illustrations 
are so frequent that the book should be 
widely enjoyed. 

More than a third of the book is 
given over to treatment of the railways 
of the United States and the British 
Empire. There follow chapters on all 
the large countries of the world as well 
as Holland, Belgium, Switzerland, the 
Scandinavian countries, Portugal, and 
Mexico. The final chapters deal with 
South America and with the “railways 
of some of the smaller countries.” 

In general Mr. Middleton’s proce- 
dure is to sketch the history of the 
growth of the lines in each country, the 
peculiar conditions pertaining in each 
region, and the reasons for government 
control or operation when it arrived, as 
it did in most lands. 

In his summary chapter the author 
quotes from Sir Eric Geddes, Minister 
of Transport in England in 1920. “‘’ The 
experience of other lands proves that 
state management would never pay 
the market price for the best brains, 
which is a handicap you could never 
get over. The evidence that I have col- 
lected shows that state management is 
costly, lacks initiative, and becomes red 
tape. Another thing which must im- 
press everyone is summed up in the 
report of the Royal Commission of 
Italy that politics corrupted railway 
management and that railway manage- 
ment corrupted politics.”’ After stating 
that ““Government ownership can 
be thrust upon this country [United 
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States] by indirection if a determined 
federal administration puts upon the 
statute books a group of labor and 
regulatory laws so repressive as to dis- 
courage private capital from continuing 
in this field,” the author summarizes 
why government ownership came jn 
each of the foreign lands where goverp- 
ment ownership is in practice. He then 
presents an interesting comparison of 
average revenue per ton mile and 
passenger mile in various countries, 
another table he presents the operating 
ratios in various countries and brings 
into prominence the operating ratios of 
over 100 in Italy, on the state railways 
in France (prior to 1937), the federal! 
railways in Australia, in Belgium, and 
the state railways in Norway, as well as 
the striking 60.6 ratio of the govern- 
ment-owned lines in Japan. 

Professor W. M. W. Splawn, now a 
member of the Interstate Commerc 
Commission, wrote a book in 1928 en- 
titled Government Ownership and Oper- 
ation of Railroads which had much the 
same purpose and covered much the 
same ground as Railways of Thirty 
Nations. The latter book brings this 
type of work up to date. As a study th 
treatment is necessarily too summary} 
to prove definitely the conclusions 
reached at the end as to the disadvan- 
tageousness of government ownership 
of railroads. 

In Government Ownership and Opera- 
tion of Railways for the United Stat 
by Lewis C. Sorrell,’ the author, pro- 
fessor of transportation at the Univer- 
sity of Chicago, carefully examines the 
questions of the desirability and the 
inevitability of the United States Gov- 
ernment taking over our railroads and 
reaches the conclusion that such action 


ner 

pel 
t 
i 


*Lewis C. Sorrell, Government Ownership and Oper- 
ation of Railways for the United States. New Y 
Prentice-Hall, Inc., 1937. 343 pp. $3.00. 
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her desirable nor inevitable. The 
constitutes a closely reasoned, 
treatment of this timely sub- 
refreshingly devoid of the emo- 
bias which usually pervades the 
5 -jtings on such subjects. The reviewer 
agreement as to the relative unde- 
bility of government ownership at 
's time, but wishes he could be more 
guine as to such ownership not be- 
x very possible in the near future. 
Professor Sorrell’s conclusion that 
rnmment ownership is not imminent 
ependent upon his feeling (described 
re the appearance of the latest de- 
ssion) that the revival of business, 
existence of a national govern- 
ental policy of economic justice to all 
“il ns of transport, as well as a policy 
ae restoration of business confidence in 
eral, make government ownership 
imnecessary because private capital 
an do all that is needed. Since the book 
as written, however, businéss revival 
disappeared, Congress has failed to 
inland waterways under Inter- 
Commerce Commission control, 
air transportation control bill most 
ly to pass the Congress places air 
gulation under a separate body apart 
the Interstate Commerce Com- 
sion, and the President gives no 
creat indication of having changed his 
e motional beliefs about business in 
eral. 

Professor Sorrell goes on to describe 
attitudes of the special interests 
lved in his central question: work- 

, investors, managers, shippers, tax- 

payers, tax receivers, railway suppliers, 
| other carriers. He concludes that 
re is no assurance that any of these 

4 nterested groups would benefit mate- 
lly from government ownership and 
re is a good chance that each would 


\. Krout, Editor, ““Transportation Develop- 
the United States,” Proceedings of the Academy 
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be worse off. After an extended dis- 
cussion of the way in which govern- 
ment ownership would affect the more 
general public interest and a discussion 
of the experiences with government 
ownership elsewhere, the author con- 
cludes his book with the argument that 
“Since there is no great advantage 
to any interested group and therefore 
no active force for government owner- 
ship, government ownership is not 
inevitable.” He feels, however, that 
whether the government does take 
over the roads or not depends con- 
siderably upon an enlightened attitude 
on the part of investors, managements, 
workers, and shippers. For if the 
investors do not cooperate by the 
admission that many capital structures 
are obsolete, if the managements will 
not seek out cooperative means of 
gaining economies, if labor will not 
reexamine its rights and policies in 
an intelligent way, if shippers will 
not be actively cooperative, and if the 
government does not cease to pyramid 
restriction upon restriction, then gov- 
ernment ownership probabiy cannot 
be avoided. 


Symposia 

While the next two reviews contain 
much on the relation of the railroads 
to government, there is considerable 
other material included and they are in 
a class somewhat by themselves. 

Transportation Development in_ the 
United States” is a “Series of Addresses 
and Papers Presented at the Annual 
Meeting of the Academy of Political 
Science, November 12, 1936,” giving an 
interesting picture of the current views 
on the transportation situation as 
it existed a year and a half ago. It 
begins with the address of Professor 
of Political Science, Volume XVII, No. 2, January, 
1937. 140 pp. $2.50. 
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Cunningham on “The Relation of 
Airways, Highways, and Waterways 
to the Nation’s Transportation Sys- 
tem,’ in which he stresses the need 
for giving the Interstate Commerce 
Commission some degree of control 
over the new forms of transportation 
that it has over railroads, and the vital 
importance of discovering the true 
costs of each of the competing forms 
so that the economic sphere for each 
can be determined. 

Addresses follow by Mr. F. E. 
Williamson, President of the New York 
Central Railroad Company, on “The 
Changing Position of the Railroads’’; 
by Dean L. K. Garrison of the Uni- 
versity of Wisconsin Law School on 
K Relations in the Railroad 
Industry”; and by Mr. Virgil Jordan, 
President of the National Industrial 
Conference Board, on “Industry’s In- 
terest in the Railroads.’ Of interest 
are Mr. Williamson’s skepticism as 
to the advantages of the passenger 
fare reductions of six months before, 
and Dean Garrison’s statement that 
railway labor’s obstinate clinging to 
outworn rules and drives for make- 
work ‘“‘bad for the 
industry and in the long run bad for 
the men,” but that they cannot be 
overcome by saying they are bad or by 
talking about the long-run interests 
of men when around the corner are 


Labor 


programs are 


immediate perils. 

Additional addresses are by Mr. 
R. V. Fletcher, General Counsel, Associ- 
ation of American Railroads, on “ Re- 
Legislation, Rates, Wages 
and Taxation,” and by Mr. T. F. 
Woodlock, Former Member of the 
Interstate Commerce Commission, on 
competition. In the latter paper Mr. 
Woodlock argues that competition 
within and without the railroad indus- 
try has made the necessity for regula- 


strictive 
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tion of railway rates under Section | 
of the Transportation Act of 1929 
virtually superfluous. 

In addresses by Mr. Henry §. 
Sturgis, Vice President, First National 
Bank of the City of New York, op 
the management and financial policies 
of railroads, and by Mr. Sterling 
Pierson, Counsel for the Equitable 
Life Assurance Society, on “The In- 
vestor’s Interest in the Railroads,” the 
problems are viewed from the financia! 
side. Mr. Sturgis points out that the 
famous Section 77 had led to “delaying 
reorganizations instead of hastening 
them,” and in concluding suggests 
that, if the railroads, rather than 
look toward putting their financial 
and economic houses very strictly in 
order, simply hope to see their problems 
vanish with increased earnings, t! 
next depression will topple over more 
and stronger roads than have fallen 
by the wayside since 1929. Mr. Pierso: 
states that “creditors are going 
face a difficult problem” in establish- 
ing“ . . . justification for their claims 
in reorganization proceedings.” 

The addresses conclude with papers 
by Mr. Joseph B. Eastman of the 
Interstate Commerce Commission; by 
Mr. S. T. Bledsoe, President of The 
Atchison, Topeka and Santa Fe Rail- 
way Company; and by Mr. Thomas W. 
Lamont of J. P. Morgan & Co. Mr. 
Eastman’s short paper is 
clear, and full of his usual common 
sense. The ideas which he presents h« 
has already presented before many 
times, but these 10 pages give an 
excellent picture of his general views 
on the transportation problem. Mr. 
Bledsoe’s remarks are given over to a 
summary of the consolidation and 
coordination policies of the govern- 
ment from 1920 to 1936, and a criticism 
of the Coordinator’s plan for unifica- 
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ion | ton of the Chicago terminals. Mr. 
1920 Lamont closes the proceedings with 
mmary address on the need for 
my through consolidation, the 
t problems which stand in the way 
ny such accomplishments, and the 
ed for sympathetic and active co- 
ration for, as he says, “There can 
no prosperity for the country or 
e railroads that is not based upon 
prosperity and welfare of labor. 
t—and note this well—there can be 
prosperity for railroad labor that is 
based upon the solvency and 
perity of the railroads.” 
Railroads and Government" is another 
mposium of thought on the railroad 
blems of 1936, divided into 24 short 
ticles under the four main divisions: 
Services and Their Im- 
rovement,” “Railroad Problems in 
the United States,’ “‘Government or 
rivate Ownership and Operation,” 
“Railroad Problems in Some 
reign Countries.” 
In the first half there are articles 
such subjects as weight, speed, and 
treamlining, the freight container, 
nd the marketing of railroad passenger 
rvice. In the second division, the 
tle of which really should have been 
e over-all title, are discussed such 
blems as regulation, taxation, com- 
tition, and labor policy. The article 
“The Stake of Railroad Labor 
Transportation Problem” by 
Robertson, president of the 
therhood of Locomotive Firemen 
nd Enginemen, is especially interest- 
ing. The third division of the Annals, 
“Government or Private Ownership 
| Operation,” forms the most valu- 
ble part of this publication. It begins 
th excerpts from the first and third 
orts of the Federal Coordinator, 


“Railroad 


G. Lloyd Wilson, Editor, ‘Railroads and Govern- 
The Annals of the American Academy of 
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giving his views on government owner- 
ship, and includes articles in advocacy 
of his proposed government ownership 
bill by Senator Burton K. Wheeler 
who introduced the bill drawn up 
for him by Mr. Eastman. Articles 
opposing government ownership in 
general and the Wheeler Bill in particu- 
lar are offered by H. A. Palmer, 
editor of the Traffic World, R. F. 
Bohman, chairman of the National 
Committee for Prevention of Govern- 
ment Ownership of Railroads of the 
National Industrial Traffic League, 
who writes on government ownership 
as affecting shippers, and J. J. Pelley, 
president of the Association of Ameri- 
can Railroads, who writes on ‘‘The 
Case for Private Ownership and Op- 
eration of Railroads in the United 
States.”” The editor supplies a short 
analysis of the Wheeler Bill. Both 
Mr. Palmer and Mr. Bohman feel 
very strongly on the subject. 

The final division is given over to 
railroad problems in some foreign 
countries, these being Canada, Great 
Britain, France, and Mexico. ‘The 
article by Pierre Lévy, engineer-in- 
chief for the Administration of Govern- 
ment Railways, is of especial interest 
as it gives a current appraisal of the 
French railway system changes prior 
to the taking over of the whole rail- 
way network by the government last 
summer. The article on “Railroad 
Problems of Mexico” by Alfredo B. 
Cuellar, professor of economics and 
transportation at the University of 
Mexico, gives an excellent account 
of the turbulent historical background 
of the present railroad situation in 
that country. 

The viewpoint of the editor is that 
“there is no ‘railroad problem,’ but a 
Political and Social Science, Vol. 187, September, 1936. 
219 pp. $2.50. 
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number of operating, traffic, financial, 
and public relations problems in vary- 
ing stages of consideration and solu- 
tion.” His purpose has been to present 
‘some of the most important and most 
controversial aspects of these prob- 
lems.” In this he has succeeded. 


History 


Of the historical studies those by 
Roberts and Lopata below are schol- 
arly, exact treatments of narrow 
subjects, that by Hungerford is a pres- 
entation of a larger subject and is 
less exact. Wilgus’s book is classified 
as historical because much of its value 
is in its historical material, which is 
evidently presented with great care. 
A book by Campbell on the Reorganiza- 
tion of the American Railroad System, 
1893-1900"? deals with a considerable 
mass of material on that short period 
of time. It is not reviewed here as the 
reviewer has described it at length 
in the May, 1938, issue of the Harvard 
Business School Alumni Bulletin. Of 
the four works presented below, Hung- 
erford’s is the only one which may be 
considered a “popular” book; the 
others are all primarily academic in 
their approach. While not included 
under the history division of this 
review, there is historical material of 
interest in Professor Johnson’s book, 
and in Schmidt’s and Newlands’ men- 
tioned below. 

Local Aid to Railroads in Missouri by 
Edwin L. Lopata'® treats with the 
subject of county and township aid 
to the railroads as differentiated from 
state aid to railroads. The author 
chose the state of Missouri primarily 
because an excellent study had been 
made of Missouri state aid by Million 
122E. G. Campbell, Reorganization of the American 


Railroad System, 1893-1900. New York: Columbia 
University Press, 1938. 371 pp. $4.50. 











in 1896. Local Aid to Railroads jy 
Missouri is meant to fill out the picture, 
The study is meticulous. The sources 
used are the local histories of Missouri. 
when reliable (which was not often). 
legislative documents and reports of 
the State and Federal Courts, the 
files of several newspapers of the 
period, and, last but most important, 
the county files. 

The author devotes one chapter t 
state aid, basing this chapter on 
Million, then goes on to the original 
part of the work, handled in four 
chapters entitled, “Types of Loca! 
Subscriptions Authorized,” “The First 
Period of Local Aid,” “Local Aid 
During the Boom of 1865-1872,” 
and “‘The Counties Pay Up.” Through- 
out the study there is constant refer- 
ence to the county courts, a ver) 
misleading title, as the author points 
out, for these courts and the actions 
of the judges were almost entirel; 
administrative rather than judicial. 
The original charters of most of the 
Missouri roads contained clauses au- 
thorizing county courts along the 
routes to subscribe to stock. No vote 
of the people was necessary. There 
were no limitations upon the amount 
subscribed, and the court could either 
spend any of its funds or it could issue 
county bonds to pay for the railroad 
stock. This was a practical way ol 
lending the credit of the county to the 
taxpayers “to purchase a block of 
stock en masse,” since there was n 
private capital available and the coun- 
ties needed railroads. By 1865 it was 
evident that these investments in the 
railroads by the counties were going 
to be worthless, and the State passed a 
law requiring a two-thirds vote of ail 


13 Edwin L. Lopata, Local Aid to Railroads in Missourt. 
New York: Parnassus Press, 1937. 164 pp. $2.00 
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sualified voters before a county could 
ribe. Since most of the railroad 
ters had specifically given the 
county court the right to subscribe 
without a vote or with a majority vote 
in favor, the legal disagreements upon 
this score lasted a long time after the 
passage of the new law. 
~ After the investments in the railroads 
became worthless many counties were 
forced to default upou the bonds 
issued to buy their securities, and the 
istory of the attempts of the county 
courts to avoid “paying up” are given 
with amusing details such as judges 
jumping out of windows and fleeing 
to the woods to avoid process servers. 
\lany a judge spent a “dreary winter 
in the calaboose,” as the author putsit. 

In concluding, the author states 
that he believes the advantages of the 
policy of local aid considerably out- 
weighed the disadvantages, for the 
counties gained in growth and pros- 
perity, not to mention the taxes 
paid in by the railroads, as they never 
would have done had the railroad 
system, for lack of capital, not been 
built up in that region. 

This short study is a real contribu- 
ion to the field of railway history in 
the United States. 

The Middlesex Canal, 1793-1860 by 
Dr. Christopher Roberts" is a careful, 
scholarly study of the famous Middle- 
sex Canal between Lowell and Boston, 
Massachusetts. The author has con- 
tributed a small volume of real value 
to anyone interested in the history of 
transportation or of New England. 
The general reader will not be drawn 
to this book because it has the almost 
inevitable dry appearance of a techni- 
cally accurate piece of work. To the 


‘Christopher Roberts, The Middlesex Canal, 1793- 
160. Cambridge: Harvard University Press, 1938. 


264 pp. $3.00. 


groups mentioned above, however, it 
will well repay the devotion of several 
hours’ perusal for it is packed full of 
interesting facts. The main body of the 
work deals with the historical back- 
ground of the agencies of the canal, 
its promotion, its building and operat- 
ing organization, the boats, the traffic, 
and the charges on this canal and the 
system of waterways north into New 
Hampshire, and finally its finances 
and its demise. About 40 pages are 
given over to the appendix which 
includes a detailed description of the 
location of the canal (unfortunately 
there is no map included) as well as 
much other information, and the work 
concludes with a careful 15-page bib- 
liography. Typical of the information 
found in this book is a table showing 
actual rates charged by canal boats 
between Boston and Concord, New 
Hampshire, from 1815 to 1842. ‘These 
rates decreased from $13 to $5 per 
ton upstream and from $8 to $4 per 
ton downstream. The average time 
consumed in the voyage upstream 
was five days and downstream four 
days, the variation in charges up and 
down stream being approximately ac- 
counted for not only by the longer time 
required to get upstream, but by the 
fact that the traffic sent inland could 
bear a higher rate than the country 
produce coming down. 

Men and Iron by Edward Hunger- 
ford!’ is a romantic history of the New 
York Central Railroad with the em- 
phasis placed upon the lines east of 
Buffalo. While there is much informa- 
tion on the New York Central lines 
west of that city, this information 
comes in only incidentally. The book 
starts in with the dreams and accom- 


18 Edward Hungerford, Men and Iron. New York: 
Thomas Y. Crowell Company, 1938. 425 pp. $3.75. 
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plishments of Featherstonehaugh, who 
conceived the little Mohawk & Hudson 
Railroad, and continues through the 
formation of the New York Central 
and Hudson River, the influence of 
Commodore Vanderbilt and his son, 
William H. Vanderbilt, the rate wars, 
the building of great terminals, and 
the further acquisitions of the system 
in the nineteenth century. The book 
is full of interesting anecdotes, and 
the author has unquestionably un- 
earthed and presented much informa- 
tion which is not elsewhere easily 
available to the student of railway 
history. This is true in spite of the fact 
that the earliest period of the ground 
covered has been very fully handled by 
Stevens in his Beginnings of the New 
York Central Railroad and that much 
material has appeared in books dealing 
with Commodore Vanderbilt. For those 
interested in pursuing further bits of 
information presented in Men and 
Iron, there are no footnote references 
and there is no bibliography. This is 
doubly unfortunate, since the desire 
to present events in their most dra- 
matic light makes Men and Iron un- 
reliable as a source reference. A refer- 
ence book was not, however, Mr. 
Hungerford’s aim, and he has suc- 
ceeded in presenting very well what 
he set out to present—a lively, colorful 
history. Special chapters deal with the 
West Shore, the Boston & Albany, 
the Rome, Watertown & Ogdensburgh, 
the Hudson River, and the New York 
& Harlem. The book makes a fitting 
addition to Mr. Hungerford’s two- 
volume colorful centennial history of 
the Baltimore & Ohio. 

The Railway Interrelations of the 
United States and Canada by William 
J. Wilgus' investigates in great detail 
16 William J. Wilgus, The Railway Interrelations of the 
United States and Canada. New Haven: Yale Uni- 
versity Press, 1937. 320 pp. $3.00. 


the physical, economic, and historica| 
interrelations of the railways of the two 
countries. It is one of the series of 
studies prepared under the direction of 
the Carnegie Endowment for Interna- 
tional Peace, Division of Economics 
and History, and is published by the 
Carnegie Endowment. The physiog- 
raphy, the historical outline, detailed 
description of the actual gateways, the 
comparison of investment and income, 
and the rate structure affecting the 
interrelations of the railways are dis- 
cussed with care. In a final chapter the 
author presents a résumé and some gen- 
eral conclusions. The format of the 
book is attractive, and the volume is 
full of interesting information to those 
interested in railway history, has excel- 
lent maps, and is in all a very substan- 
tial offering. It constitutes a mine of 
information on this very special divi- 
sion of the railway transportation field. 


Urban Transportation 


Industrial Relations in Urban Trans- 
portation by Emerson P. Schmidt” ac- 
complishes two praiseworthy aims. It 
presents the history of the growth of 
the industry, and it presents a stud} 
of the growth and activity of organized 
labor in this one specific industry. 
Somewhat over half of the volume is 
devoted to the latter viewpoint. It 1s 
clearly written and should offer mate- 
rial of interest and value to managers, 
investors, and regulators of local trans- 
portation organizations. To the student 
of economics, whose interests run to the 
problems of transportation, of labor, ol 
public utilities, or of economic history 
in general, the book is especially valu- 
able. The author was unable to find any 
account of the rise and development 0! 
urban transportation in the United 


17 Emerson P. Schmidt, Industrial Relations in Urb an 
Transportation. Minneapolis: The University of 
Minnesota Press, 1937. 276 pp. $3.00. 
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States and he decided to fill this gap. 
[he physical, financial, and traffic de- 
velopments are presented, as well as a 
‘scussion of street railway regulation 
| public ownership and operation. 
\fter outlining experiences in Se- 
attle, San Francisco, and Detroit, Mr. 
Schmidt reaches the conclusion that 
le government ownership and oper- 
tion appear to have on the whole 
vorked out advantageously in these 
ities, the figures upon which this belief 
based are not all-inclusive, and that 
veneralizations as to the advantages 
government ownership and opera- 
ion for the country as a whole can be 
made. It is interesting to note later in 
the book that the president of the 
\malgamated Association of Street 
Electric Railway and Motor Coach 


Employees of America, after a period 
f uncertainty, followed by an inspec- 
in 1914 of municipal railways in 
irope, decided that the Amalgamated 
should not favor municipal ownership 
a policy. This was because the need 
a strong union was just as great 
inder the municipal system and recog- 
ition just as difficult to achieve. 
In a chapter on employment condi- 
ns the low wages, long hours, and 
hard working conditions of the early 
ars of the industry are discussed, 
ng with the development of the 
Knights of Labor and the American 
Federation of Labor, to which the 
\malgamated belongs. The second part 
f the book is the history, in consider- 


able detail, of the Amalgamated Union. 


[he whole book is enlivened with the 
counts of the strikes which dotted the 


history of this union. The author keeps 
throughout a fairly impartial point of 


iew, although one occasionally gets 
is emotionally 
illed toward the labor side. In spite 
{ this he is very careful to present the 
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other side often and to raise important 
economic questions which the union 
has quite naturally avoided consider- 
ing. In the light of the conditions out- 
lined in the book it would be hard not 
to be sympathetic with the union. 


Foreign Publications 


As to foreign publications, the re- 
viewer has confined himself to those 
which the Harvard Business Review has 
received, and their treatment is not 
meant to imply that these are especially 
important relative to other foreign pub- 
lications of the period. It may be noted 
that, although Newlands’ book on 
English railways is another in the long 
line of books on this subject, Tombs’ 
book and the International Chamber of 
Commerce publication on highways are 
contributions to fields wherein there is 
still much need of further study and 
publication. There is at present very 
little written on the subject of air 
transportation, and not as much on 
highway transportation as could be 
desired. 

Mr. Alexander Newlands, the author 
of The British Railways'’ was formerly 
chief engineer of the Highland Railway 
and then of the London Midland and 
Scottish Railway, positions which en- 
title his writings to be surveyed with 
interest. This small book is divided into 
six parts: a brief history of the railways, 
their control by the government, their 
work, their working costs, their reve- 
nue, and some comments as to their 
future. 

The first part goes back further than 
the beginnings of the railways, actually 
starting in with prehistoric highways 
and going on up through Roman roads, 
roads in the Middle Ages, turnpike 
18 Alexander Newlands, The British Railways. London: 
Longmans, Green and Co., 1936. 142 pp. $2.00 (New 


York). 
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roads, and canals, before reaching the 
railway age. This historical sketch is 
short, concise, and well presented. Al- 
though no footnotes are given, it is 
evidently condensed from that excel- 
lent volume by E. A. Pratt, The History 
of Inland Transport and Communication 
in England, mentioned in Mr. New- 
lands’ bibliography. 

In his chapter on “The Government 
and the Railways”’ the author presents 
a concise history of the regulatory acts 
of the past hundred years. The view- 
point is naturally very much that of 
an operating man, somewhat irked by 
much of the illogicalness of the govern- 
ment treatment of the industry. His 
attitude as to the government treat- 
ment of the railways, considering their 
use as a national emergency asset in 
time of war, is summed up in his quota- 
tion from Kipling, where the soldier 
who has served his time and is leaving 


the service says: 


I done my six years’ service. "Er Majesty 
sez: ““Good day 

You’ll please to come when you’re rung for, 
an’ ’ere’s your ’ole back pay, 

An’ fourpence a day for baccy—an’ 
bloomin’ gen’rous, too; 

An’ now you can make your fortune 
same as your orf’cers do.” 


the 





Up to this point The British Railways 
is engaged in a general presentation 
of the picture of the railways as they 
now are. At that point, however, the 
author takes up the subject of railway 
statistics filed with the government, 
statistics which he believes should be 
revised if they are to be of any use. The 
rest of the book until the final chapter 
is given over to a series of formulas 
based upon the required government 
figures, but combined by the author 
into a form in which he considers them 
of better avail. 








In the final chapter Mr. Newlands 
allows himself some more general ob- 
servations, warns the railways against 
increasing the size of engines and the 
length of trains, and thereby the jp. 
frequency of service, mentions the need 
for light weight steel construction, rad- 
ical changes in design, the use of 
containers, and awareness of possible 
improvements in motive power. 

International Organization in Euro- 
pean Air Transport by Laurence C. 
Tombs” is a treatise on international] 
law; but there are parts of it which 
are valuable to those interested 
transportation, especially Chapter | 
on the “‘Relations between Civil and 
Military Aviation” and Chapter II 
on ‘‘Competition and Cooperation in 
International Air Services.” The rest 
of the book is given over to the ver 
legal aspects of the subject, but is 
nevertheless, of frequent interest from 
a more general point of view, sinc 
the subject, after all, is basically 
that of transport planes, their traffic, 
operations, and subsidies. 

The purpose of the book is “to 
indicate what are the existing elements 
of international organization in Euro- 
pean air transport, how such elements 
have come about in the face of national 
reactions, and what is their real 
significance.” The author feels that 
relations of the Allies and Germany 
after the War warrant the generaliza- 
tions that “‘(1) there is an unmis- 
takably close connection between civil 
and military aviation; (2) it is impos- 
sible to ‘control’ military aviation 
effectively without also ‘controlling’ 
civil aviation; (3) it is difficult to 
‘control’ civil aviation without ham- 
pering its normal progress, especially 
19 Laurence C. Tombs, International Organization tn 


T 


European Air Transport. New York: Columbia Uni- 
versity Press, 1936. 239 pp. $3.00. 
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relating to air transport; (4) 
an effective international air 
enforce a special air 
will always be found 
ately to escape the effects of 
, regime; (5) there is a real and 
t need for international organiza- 
in the air.” This international 
ible reanization is considerable and is 


inst jut rity to 


th, regime, Ways 


VV bias 


(r0- hose desirous of maintaining the 
C. ‘atus quo—that air transportation 
na carried on by national companies 
h compete in some areas and co- 
in nerate in others. There are all too 
few books dealing with the subject of 
ind air transportation, and this volume 
I] ; therefore welcome. It is indicative 
ir ‘the paucity of writing on the subject 
est that such a highly specialized treat- 
ent as this should be one of the few 
i irces to look to for some of the 
om general information as to the air trans- 
Y business. A textbook on the 
lly conomics of air transportation here 
d abroad is badly needed. 
Highway Administration and Finance 
Fifteen Countries®® gives a valuable 


its bird’s-eye view of the way in which 
‘0- roads are financed and administered in 
\ts intries ranging from the United 
al States to Ethiopia. The actual coun- 


tries covered besides these two are: 
a \rgentine Republic, Portugal, Great 
ry Britain, France, Netherlands, Italy, 
a- Germany, French Equatorial Africa, 
: Poland, Turkey, Netherlands East 
Indies, China, and Australia. The pref- 
written by the President of the 
International Chamber of Commerce, 
g’ egins with a quotation: “‘The chief 
10 problem in the highway field today is 
n- ne of finance.” The purpose of the 
y brochure is not only to present a 


S- ace, 


Highway Administration and Finance in Fifteen 
Countries, Brochure No. 94. Paris: International 
amber of Commerce, 1937. 168 pp. 20 francs. 
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survey but to enable the public to 
appreciate “the universal and growing 
importance of highway questions owing 
to the intensification of motor traffic.”’ 
In dealing with the highway situations 
in most of the countries a preface is 
presented by a native expert and is then 
followed by short sections on the 
history, the administration, and the 
financing of the highways. There are, of 
course, many basically similar prob- 
lems cropping up in every country 
which is examined, but there is also 
much interesting divergence, as typi- 
fied by such bits of information as that 
the building of the new German special 
motor roads is being carried out by a 
subsidiary of the German railways, 
and that the special motor roads of 
Italy are often administered through 
concessions. 

It seems probable that the picture !s 
not always presented exactly as it 
really exists. In Germany, for example, 
it is clearly stated that there were two 
reasons why that country decided to 
build its new system of special motor 
roads: “‘to remedy the defective state 
of the means of communication, and to 
give work to the unemployed.” To any- 
one only vaguely conscious of the situ- 
ation in Europe, a glance at the map 
which accompanies this section of the 
brochure shows that a clear-cut state- 
ment of the need of such roads for 
military purposes would have made 
for a more honest presentation. Like- 
wise, the use of such phrases as “the 
new Italy,” by the Head of the Trans- 
port Department of the International 
Chamber of Commerce, who wrote 
most of the reports, implies a willing- 
ness to sweeten some of the material 
presented. In spite of such short- 
comings this sixth of the International 
Chamber of Commerce publications on 
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highway problems is a valuable contri- 
bution in the field of transportation. 


In the two years under review there 
have been brought forth the usual 
number of historical works upon sub- 
jects spotted about within the broad 
field of transportation. The non-his- 
torical works have dealt heavily with 
the problems of the relation of the 
transport industries to the government, 
and special attention is paid to the 
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the present plight of the roads os 
made this question of far more thap 
academic interest. The field is wel! 
supplied at the moment as regards A 
general texts on the economics of trans- 
portation with the stress on railroad 
economics. In the more specialized 
branches water transportation is sti 


well covered, the highway field is muc A 
less so, and air transportation is bad); 
in need of a good comprehensive text 
\\ 
i 
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(Selected American Publications, March 1 to June 1, 1938) 


nting 
Accounting 


Saliers, Earl. A. How to Keep Accounts and 
Prepare Statements. New York: The Ron- 


ld Press Company. 493 pp. $3.00. 
Advertising 


1 


elhor, Francis. Legal Phases of Adver- 


New York: McGraw-Hill Book 
Company, Inc. 358 pp. $4.00. 
Weiss, Edward Benjamin and others, Edi- 


rs. The Handbook of Advertising. New 
York: McGraw-Hill Book Company, Inc. 
540 pp. $5.00. 


Business Cycles and Forecasting 


s, L. L. B. The Coming Rescue Infla- 
New York: New Era Publishers. 
40 pp. $1.00. 
Roger. Coalition or Chaos? New 
York: Fleming H. Revell Company. 140 
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